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REPORT OF FHA INVESTIGATION

............... —Ordered to be printed

Mr. Carenanr, from the Committee on Banking and Currency,
submitted the following

REPORT

PART 1. INTRODUCTION AND SUMMARY STATEMENT

To stimulate the national economy, the Congress in 1934 passed
the National Housing Act, giving Government financing assistance to
residential construction and home repair programs. Subsequontlr,
Congress amended the act to encourage the construction of badly
needed rental housing units. But a few greedy, and sometimes
dishonest, builders and repairmen and incompetent, lax, and some-
times dishonest FHA officials, used the act as a vehiclo to enabloe a fow
to reap fortunes at the expense of the American peorl)le.

This investigation originated in the action taken by the President
of the United States on April 12, 1954, when he directed the Admin-
istrator of the Housing and Homeo Finance Agency to take into
custod{ the records of the Federal Housing Administration, This
action by the President resulted from a report hy the Commissioner of
Internal Revenue, T. Coleman Andrews, showing large windfall
profits in 1,149 rental housing projects disclosed by the income-tax
returns of tho corporations sponsoring those projects and l:iy a report
of the Federal Bureau of Investigation which we understand disclosed
widespread frauds and irregularities under the title T home repair and
improvement program.

hero was then pending before this committee the bill which
subsequently became the Housing Act of 1084. Preliminary hearin
on the charges inherent in the President’s announcement were held
by this committeo April 10-29, 1954, in connection with tho pending
legislation, as a result of which the committce added safeguards to
the law to prevent the then known abuses,

The magnitude of the irregularitics involved made necessary a more
comprehensive investigation of FHA. This committee unanimously
approved, and the Senate unanimously adopted, Senate Resolution
220 providing funds for this committee’s investigation of the ad-
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2 FHA INVESTIGATION

ministration of the National Housing Act by the Federal Housing
Administration,

Forty-three days of public hearings in this inquiry were held during
the period from June 28, 1954, through October 8, 1954, in Washing-
ton, Now York, Los Angeles, New Orleans, Chicago, Indianapolis,
and Detroit. The committee heard 372 witnesses in public hearings
and recorded 7,754 pages of testimony. All witnesses appearing
before the committee at public hearings other than public witnesses
had proviously testified in executive session. The testimony of the
671 witnesses who appeared in executive session ran to 18,044 type-
written pages. From these executive hearings a determination was
made of the witnesses to be heard in publie,

The committee heard public testimony with respeet to 543 (7.7
percent) of the 7,045 projects insured under section 608 of the Na-
tional Housing Act. The total FHA insured mortgages on these 543
projects were $738.56 million. The statute provided for FHA insured
mortgages not in excess of 90 pereent of the estimated cost of the
wwoject.  Presumably, therefore, the sponsors of those projects should
]uwo had in excess of $73 million of their own capital invested in those
projects. However, the testimony showed that in 437 of those
projects involving mortgages totaling $500.1 million, the mortgage
proceeds oxcoodeﬁ all costs of every kind or description. In those
cases tho mortgage procecds exceeded 100 percent of the costs, ad-
cording to the builders’ own computation of their costs, by $75.8
million. In the remaining 106 cases, involving mortgages of $148.4
million, the mortgage proceeds fell short of meeting all costs by $6.8
nillion, but even this investment was far less than the 10 percent
contemplated by the statute.

While the builders’ own computation of the excess of mortgage pro-
ceeds over cost was used in those enses, our inquiry indicates that
these costs, in at least some cases, and we do not know how many cases,
included improper charges.  An audit of the actual cost in cach case
would undoubtedly result in excess mortgage procecds over actual costs
in a greater sum, .

In these projects, upon completion, the sponsors were the owners of
the buildings and had in their ‘)ockets excess mortgage proceeds in
cash amounting to millions of dollars (after paying, or reimbursing
themselves for the payment, of every cost in connection with the
project from land acquisition to lawyers’ fees). Thero is no personul
responsibility or liability upon the builder or sponsor to repay the
borrowed mortgage money. Only the property is liable for the repay-
ment of the debt, over a period of 30 or more years, from the rental
income to be paid by the tenants,

In a great many cases sponsors filed consolidated tax returns to
avoid the payment of anyv ¥ederal income taxes on these funds--
money they received which they are never required to repay.  In most
other cases of windfall profits the device of obtaining an increased
appraisal of the property and of writing up its value was used to dis-
burse these funds as a distribution of “surplus” which was claimed to
be taxable only at 25 percent as a long-term capital gain,  In but few
cases were normal income taxes paid on these funds.

The FHA program involved over $34 billion of Government-insured
financing. 'l‘ho largest. portion, $17.5 billion, financed the construc-
tion of 2.9 million single-family homes under section 203 of the aet.
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The home repair and improvement program, under title T of the act,
accounted for $8 billion of Government commitments, The 2 major
- programs under title VI accounted for $7 billion of Government-
guaranteed commitments, divided about equally between the 1- to
4-family dwellings under section 603 of the act and the multifamily
rental apartments under section 608 of the act. The military and
defense housing programs under sections 803 and 903 of the act util-
ized $1 billion of Government-guaranteed commitments. A summary
of the number of loans, the number of units, and the original amount
of Government commitments issued to June 30, 19564, is included in
the appendix (p. 127).

The FHA rental housing program made a very substantial contribu-
tion toward providing badly needed rental housing in the period during
and after World War 11, A total of 465,683 rental units were built in
7,045 projects under section 608. This was a considerable accom-
plishment achieved under the National Housing Act. But we are
not pro{mrod to accept the premiso that adequate rental housing
cannot be made available to the American people except when un-
conscionable profits are realized through abuses and irregularities in
the program. We recognize the accomplishments of FHA’s rental
housing program and the integrity of most FHA employees and
builders,  Wo are critical only of the unlawful and improper practices
which accompanied the program; and wo do not admit that such a
pn‘)gmm cannot be honestly and properly successful.

e have frequently been told that the building industry will not
build multifamily rental housing unless the builder can make a fair
profit out of the Government-financed mortgage funds and also con-
tinue to own the property without any substantial investment. If
that is the only alternative it is better that the Government build such
pr?ljocts itself,

he basic vehicles through which these irregularities were achieved
by some builders were the filing of false applications by builders and
the making of unrealistic appraisals and cstimates by FHA, There
is almost no case in which a builder achieved a substantial windfall in
which his application for an FHA mortgage commitment did not
contain false statements, Some builders have valued land at 3, 4,
and 5 times its cost, frequently within a matter of days after they had
purchased the land. The committee found projocts where the esti-
mated architect’s foes were § or 10 times the amount provided for in
written contracts for those services. Thoy have included land as an
equity investment in the project when in fact their prearranged agree-
ments provided for payment for the land out of the mort(mge proceeds,
They have even estimated construction costs substantially higherthan
tho costs called for in written contracts with the building contractor.

This was accompanied by corruption in some cases. In a great
number of cases the substantial entertaining and wining and dining of
FHA pceople by builders appears to have been to the disadvantage of
the public. In other cases FHA cmployees were working for and
being paid by the very builders whose applications they were proc-
essing, In still other cases FHA ompl%yees scem to have been
incompetent to administer the program in their chargo.

The Congress sought to prevent frauds by making it a crime,
punishable ty a $5,000 fine and imprisonment for 2 years, to make any
false statement or to willfully overvalue any asset in an FHA applica-
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tion, FHA, on the other hand, apparently considered itself obligated
to obtain rental housing at m:{y cost, and thereby accepted the many
demands and devices of builders. FHA not only ignored that crim-
inal provision of the act, but it virtually invited builders to make
false statements in their applications by publicly stating that it
would not consider incorrect statoments in applications as having an

materiality. Most of these frauds could not have occurred if the build-

ers had been required to file truthful applications, .

The statute of limitations'on the crime of filing a false application
under the National Housing Act is 3 years, Since no applications
could have been filed after the expiration of the act on March 1, 1950
(except for amendments to then existing applications) it appears
that the statute of limitations is a har to present criminal prosecution
of these offenses, In 1951, and again in 1953, the Attorney General
sought to prosccute huilders for making false or incompleto dis-
closures. In each case the General Counsel of FHA advised that
FHA was not deceived because it did not rely on the statements of
the builders. We concur in the views apparently expressed by two
Attorneys General that the offense of making false statements in
FHA applications should be subject to criminal prosecution and
we cannot condone the action of FHA in preventing this action.
Nor can we approve the position of FHA in allegedly paying no atten-
tion to the statements in the builders’ applications.

We have heard that many of its loose practices were the result of a
vigorous cffort by FHA to induce builders to construct more rental
housing projects. It is for the Congress, however, to determine the
extent to which the Federal Government will go in subsidizing and
stimulating rental housing. FHA had authority to encourage the
construction of housing only within the limitations, incentives, and
permissive conduct Erovided for by tho acts of Congress.

The unconscionable windfall profits have not infrequently been
linked by builders with the crying demand for rental housing in the
postwar era. The Congress, with the concurrence of FHA, felt this
pent-up demand had been substantially met by the end of 1949 for it
permitted section 608 of the act to expire on March 1, 1950. Sig-
nificantly we find almost no windfalls in the years 1946-48 when the
housing shortage was greatest., There were a few windfalls in 1949,
But the greatest number of the largest and most unreasonable wind-
falls occurred in 1950-561. Most of those projects were not com-
pleted until after the expiration of this section of the act.

In 1947 the Congress sought to preclude excessive valuation of these
Iérojects by amen in§l the act to provide that “the Federal Housing

ommissioner shall therefore use every feasible means to assure that
such estimates will approximate as closely as possible the actual costs
of e‘qicient building operations.” The record discloses that FHA
wholly ignored this act of Congress. .

In compliance with the statute FHA's mortgage commitment
could not exceed 90 percent of its estimated cost of construction.
Therefore, wherever the actual cost of a project was 15 percont below
the amount of the FHA insured mortgage it was 25 percent below tho
FHA estimate of costs. _In some projects this variance was as much
as 30 and 40 percent. Rentals that owners of FHA insured projects
were permitted to charge were based, not on the actual costs, and not
on the amount of the mortgage, but on the original FHA estimate of
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costs. Permissive rents included a 6% percent return on this FHA
estimate of costs or on comparable rentals of similar accommodations,
whichever was the lower.

Excessive mortgages require higher rental income to meet the addi-
tional interest and amortization charges required by the increased
amount of the mortgage. In the present rental market, which con-
tinues to be tight in some areas of the country, some tenants are
paying excessive rent to carry these inflated mortgages. They will
continue to be required to do so unless other rental facilities become
available to them. If and when the time comes that tenants have
the opportunity to move to rental projects not requiring these inflated
carrying charges, it is not unlikely the owners of such projects will
be unable to obtain the rents necessary to carry their projects. We
may then expect a substantial number of these properties to be
returned to the FHA under its guaranty of the mortgage, as the
inadequate income precipitates mortgage defaults,

Either the tenants or the FHA must pay the costs of those excessive
mortgages, To date most of that cost has been visited upon helpless
tenants,

We are not unmindful of the responsibility of the Congress, which
enacted the National Housing Act. The record, however, leads to
the incscapable conclusion that these frauds could not have occurred
had, the criminal penalties against false applications been enforced,
and had FHA complied with t%m 1947 amondment to the act in making
its estimates ‘“‘as close as possiblo to the actual costs of efficient
building operations.” It was not defects in the statute, but its
maladministration by FHA, which was responsible for these frauds,
The Congress can be criticized only for having waited so long to
investigate this program,

The home-repair and improvement program, under title I of the
Housing Act, was adopted in 1934 to stimuﬁzte business and encourage
needed home repairs. The act permits a homeowner to make repairs
without making any downpayment to the contractor and permits the
contractor to discount the homeowner’s note at a bank with an FHA
guaranty, Over the years “‘sucde-shoe salesmen’” and “dynamiters,”
whoso ranks have included racketeers and gangsters, have infiltrated
this business, They have used fraudulent and deceptive sales prac-
tices on thousands of homeowners.

In the belief that home repairs of substantial value would cost them
little or nothing many homeowners have signed contracts which they
did not read or understand. After obtaining work which was either
unsatisfactory or worthless, these homeowners found that a bank held
their note for a substantial sum of money and that under the law they
had no defense to the payment of the note, in spite of the frauds prac-
ticed upon them, The testimony shows that many lending mnstitu-
tions were, at a minimum, careless in accepting notes from question-
able dealers and thereby encouraged these fraudulent practices.

Most home-repair contractors are both honest and reliable. But
laxity in the administration of the title I program enabled dishonest
people to make large sums in illicit profits from owners of small homes
who perhaps could least afford the losses.

The Commissioner of Internal Revenue has indicated an intentign to
vigorously prosecute the tax laws to recover for the Government such
sums as are due to it from these recipients of ill-gotten gains. We urge
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the Commissioner to continue, and if possible to increase, the vigor
of this program. The Department of Justice has during the course
of this investigation convicted 60 persons and obtained 78 indictments
against 126 persons for offenses connected with the National Housing
Act, largely under the title I home improvement program. Up to the
present time, there have been very few convictions under section
608. The Department of Justice and the United States district attor-
neys are urged to continue, and if possible to increase, the viger of
their prosecutions of all who have committed criminal offenses under
the gtional Housing Act where the statute of limitations has not
expired.

his committee has turned over to the Attorney General and to
the Commissioner of Internal Revenue data and information obtained
during our investigation. The committee wishes to express its appre-
ciation to the General Accounting Office, the Bureau of Intornal
Revenue, the Department of Justice, and the Federal Trade Com-
mission for the complete and most helpful cooperation each of them
extended during this investigation.

It is not possible to state the total cost of the section 608 program
to FHA to this date. As of May 31, 1954, the FHA had become the
owner of either the properties or the mortgage notes of 201 section
608 projects containing 18,850 units and representing an investment
of $128.7 million. Forty-one of these properties, in which FHA had
an investment of $13.9 million, have been sold for a net loss of $962,880.
Until the FHA is able to sell the remaining 250 properties in default,
it is not possible to estimate what, if an[y, will be 1ts loss on this $114.8
million investment. There is available for section 608 losses a re-
serve fund of $105.2 million. Inflation during the last § years has
minimized the FHA’s present loss and has perhaps prevented other
defaults, The FHA and the Federal Government continue to be -
liable for the over $3 billion of mortgage commitments which remain
outstanding under the section 608 program. (For summary of the
gection 608 program, see chart on p. 72.%

It is difficult, if not impossible, to estimate the total amount b
which the American people were defrauded in the FHA program. We
have inquired into only 543 of the 7,045 projects constructed under
section 608 of the act in which the Government’s commitments totaled
$3.4 billion. In projects that we have examined the total costs were
more than $75 millidn less than the mortgage proceeds, although the
statute contemplated that in projects of that dollar volume the costs
would have been $73 million in excess of the amount of the mortgage.
And that total represents the builders’ own computation of costs
shown in at least somo cases to be excessive. Rents in FHA insured
projects are based upon the FHA cstimate of the cost to construct
the project. For every $1 million of excessive estimate, the tonants
may Pav as much as $65,000 a yoar excessive rent—for the 30-year
lifo of the mortgage.

We did not have the opportunity to examine many of the 1- to 4-
family rental projects in tho $3.6 billion yl)rogmm under section 603
of the act. In one case, however, we found a $29 million mortgage to
be more than $5 million in excess of the actual costs of the project.

In the $8 billion home repair and improvement program there are
many cases in which homeowners were charged 2, 3, and 4 times the
value of the work done; and in some cases the work was actually
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worthless. In many cases the commissions of the so-called salesmen,
called “dynamiters” in the trade, ran to 50 percent of the charge
made to the homeowner for the work.

CoMMENT BY SENATORS FuLBRrIGHT, ROBERTSON, SPARKMAN, FREAR,
Douaras, AND LEHMAN

Wo appreciate the fact that the committeo has adopted many of the
suggestions we have made for changes in this and other sections of
the report. For this reason, and because we believe there is much in
it to be commended, we have not objected to the issuance of the report,
although we have reservations with respect to portions of it. We
shall note somo of our reservations at points in the text of the report.
(Sce also pages 34, 50, and 106.)

As to this section, we feel the report goes too far toward giving the
impression that virtually all cascs involving an excess of mortgagoe
amount over actual costs involved fraud —especially if fraud is given
the meaning which it has in criminal proceedings.

The report correctly points out that unrealistic appraisals and
estimates in builders uprlicnt.ions were encouraged by the fact that
FHA did not consider these practices to be fraudulent and did not
rely on them in making its own evaluation,

in passing judgment on these facts, however, the committee should
tako into consideration that under the law at that time, or oeven now
FHA’s determination of the mortgage amount was not to be based
upon the actual costs of a completed individual project, nor upon the
estimates of costs, or contract costs, in the application, but upon
FHA’s own estimates.

Congress permitted FHA to make its determination of mortgaﬁe
amounts on the basis of the estimated replacement costs of the
project. This determination had to be made in advance of construc-
tion, upon the basis of FHA’s own estimates, not those of the builder,
nor the actual cost of the completed project.

The standard practice of evaluating land, therefore, was not what
it may have cost the owner but its estimated value. As to archi-
tects’ fees and builders’ profits, the practice was not what actually
was paid, but what normally would be paid, if the construction were
to be duplicated.

That these estimates by the FHA were faulty in many cases is
apparent. That certain FHA officials were lax in their exercise of
authority to prevent excessive profits is also apparent. That some
builders wrung excessive profits out of a war-created housing emer-
gency is less than admirable.

Undoubtedly there were cases of fraud. It is going too far, however,
to imply, as we believe the report does, that all who overestimated
costs and received excessive mortgage money were guilty of legal
“fraud,” and have escaped prosecution only because the statute of
limitations has expired.



PART II. STATUTE: THE NATIONAL HOUSING ACT

The point of beginning in any inquiry of the Federal Housing
Administration is the National Housing Act adopted by the Congress
in 1934 by which the Federal Housing Administration was ereated
and under which its duties were set forth. Under our constitutional
form of government, it is the function of Congress to enact workable
legislation. The exceutive branch must intelligently and properly
administer that legislation as passed by the Congress.  Arguments
have been made as to the economie soundness of the National ?[ousing
Act, particularly of section 608. e have not attempted, however,
to reappraise the cconomic issues before the Congress in passing the
National Housing Act. Our inquiry has been direeted toward how
the law worked out, and whethor its deficiencies resulted from poor
legislative drafting of the law or from poor administration. The
Congress should be held responsible for abuses only if it failed to por-
mit and provide for proper administration of the program.

The s]wciﬁc provisions of the statute throw {m\nt light on the extent
to which FHA intelligently and honestly administered the housing
wogram as well as the extent to which the Congress exereised its
egislative responsibility, Nine sections of this act have been re-
viewed, to a lesser or greater oxtent, in this investigation. Tho com-
mittee’s principal inquiry has been of the administration of the homa.
repair and improvement program provided for in section 2 under title
I of the act, and the multifamily rental projects administered under
title VI, section 608, of the act. Attention has been divected par-
ticularly to these programs because the greatest abuses were con-
centrated there.

Other progrems inquired into more briefly by the committee are:
Guarantics of mortgages of 1- to 4-family sale houses under section
203 of the act; guaranties of mortgages for multifamily rental projects
under section 207 (at 80 percent of cconomic value, as distinguished
from 90 percent of estimated costs under sec. 608); guaranties of
mortgages for supposedly nonprofit cooperative ventures at 95

ercent of cstimated costs under section 213; guarantics of mortgages
or 1- to 4-family houses under scction 603; guaranties of mortgages
of multifamily residential projects at military bases under section 803;
guaranties of single- and 2-family residential houses in defense arcas
under section 903; and Federal subsidies for slum-clearance projects
under title I of the Housing Act of 1949,

History of section 608

Section 608, about which there has been a great deal of controversly,
was added to the National Housing Act on May 26, 1042 (Public
Law 559, 77th Cong.). It authorized the FHA Administrator to
insure mortgages on property ‘‘designed for rent, for residential use
by war workers”. The principal amount of any such mortgage was
limited to $5 million; there was a further limitation of $1,360 per
room. The act also provided that mortgages could not exceed 90

8
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percent of the Administrator’s estimate of the “rcasonable replace-
ment cost” of the completed project “including the land; the pro-
posed physical improvements; utilitics within the boundaries of the
property or project; architects’ fees; taxes and interest aceruing
during construction; and other miscellancous charges incidental to
construction and approved by the Administrator.” A further limi-
tation was that the mortgage could not exceed the “amount which
the Administrator estimates will be the cost of the completed physical
improvements on the property or project, exclusive of off-site public
utilitics and streets, and organization and legal expenses.”

The Administrator was authorized to require the mortgagor to be
rogulated or restricted as to “rents, or sales, charges, capital structure,
ratoe of return, and method of operation.” In order to enforce these
restrictions effectively, the Administrator was authorized to acquire
$100 of stock in any such mortgagor.

Muny changes were made in the act in 1946 (Public Law 388, 70th
Cong.). Priority in occupaney of the FITA insured propertios was
givon to veterans of World War T and their immediate familics.
he maximum mortgage per room was increased to $1,500 and the
Administrator was given diseretion to inereage this amount to $1,800
per room if cost levels so required.  The basis for the Administrator’s
estimate of cost was changed from “reasonable current cost” to
“necessary current cost’’.

A major amendment to the section was made December 31, 1947,
when Congress imposed the reswrietion that:

In estimating necessary current eost for the purposes of said title, the Federal
Housing Commissioner shall therefor use every feasible means to assure that such
estimates will approsimate as closely as possible the actual costs of efficient build-
ing operations,  (Public Taw 304, &th Cong,).

In 1948 a maximum limitation of $8,100 per family unit was sub-
stituted for the previous maximum limitation of $1,800 per room
(Public Law 901, 80th Cong.). This turned out to be a very significant
change for thereafter many projects were authorized in which 70 to
90 percent of the apartments were 1-room efficiencies.  ‘That amend-
ment also added o provision requiring—

That the principal obligation of the mortgage shall not, in any event, exceed
00 pereent u} the Administrator’s estimate of the replacement cost of the property
or project on the basis of the costs prevailing on December 31, 1947, for properties

or projects of comparable quality in the loeality where xuch property or project
is to be located.

A new requirement was added that the mortgagor must certify
that in sclecting tenants for the property covered by the mortgage,
he would not discriminate against any family by reason of the fact
that there were children in the family, '

The final extension of the program came in 1949 when March 1,
1050, was established as the terminal date (Public Law 387, 81st
Cong.). The program was permitted to expire on that date.

History of section 603

Section 603 was added to the National Housing Act in 1941 to pro-
vide 1- to 4-family sale and rental housing to meet the acute shortage
caused by the national-defense activities (Public Law 24, 77th Congs
The original requirements for insurance eligibility were that (1) the
mortgage could not exceed 90 percent of appraised value and $4,000
for a 1-family dwelling, $6,000 for a 2-family residence, $8,000 for a
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3-family residence, and $10,600 for a 4-family residence and (2) the
mortgage could not have a maturity in excess of 20 years,

In 1946, ;l)riority under this section was given to veterans and their
families and two major changes were made. The first change sub-
stituted necessary current cost for appraised value in determining the
maximum amount of the mortgage under the 90-percent mortgage
formula. Thesecond authorized the Commissioner to prescribe higher
maximum insurable mortgage amounts for these one to four family-size
dwellings if he found that at any time or in any particular geographic
area it was not feasible within the mortgage limitations to construct such
dwellings without sacrifice of sound standards of construction, design,
or livability, The higher maximum insurable amounts were $8,100,
$12,500, $15,750, and $18,000 for 1-, 2-, 3-, and 4-family dweliings
respectively (Puf)lic Law 388, 70th Cong.).

uthority to insure mortgages under this section was terminated on
April 30, 1948 (Public Law 901, 80th Cong.).

Hustory of section 203

Section 203 has been a part of the National Housing Act since 1934
(Public Law 479, 73d Cong.). This program provided for FHA
mortgage insurance on 1- to 4-family sales houses. This committee

did not inquire into that program as a part of this investigation. The
principal amount of & mortgage under this gection could not exceed
$16,000 or 80 percent of the appraised value of the property, and
the term of the mortgage could not exceed 20 years.

In 1938, section 203 was amended to provide 2 additional plans of
mortgage insurance for single-family owner-occupant dwellings (Public
Law 424, 75th Cong.).

Under one plan, tfw mortgage could not exceed $5,400 or 90 percent
of the appraised value and the term of the mortgage could not exceed
25 years.

he other new plan provided that the mortgage could not exceed
$8,600 and could not exceed the sum of 90 percent of $6,000 of the
appraised value plus80 Fercent of such value in excess of $6,000 up
to $10,000. The term of the mortgage was limited to a maximum of
20 years.

'Fhe Housing Act of 1954 repealed many overlapping and com-

lex provisions of section 203 and established a simpler and more
ibem? formula for determiningr maximum mortgage limitations
(Public Law 560, 83d Cong.). The section now provides that the
maximum amounts of mortgages which can be insured by FHA are
$20,000 for a 1- or 2-family residence; $27,500 for a 3-family residence;
and $35,000 for a 4-family residence. The mortgage cannot exceed
the sum of 95 percent of $9,000 of appraised value and 75 percent of
the appraised value in excess of $9,000, with authority for the Presi-
dent to increase the $9,000 limitation to $10,000 if he determines such
action to be in the public interest. .

If the mortgagor is not the occupant of the property, the maximum
loan to value ratio cannot exceed 85 percent of the mortgage loan
which an owner-occupant can obtain. The maximum maturity of
mortgages insured under section 203 cannot exceed 30 years or three-

uarters of the Commissioner’s estimate of the remaining economic
life of the building improvements, whichever is lesser.
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History of section 207

Section 207 was another one of the original programs of the National
Housing Act of 1934 and provided mortgage insurance for rental
housing (Public Law 479, 73d Cong.). Title to the roperty had to
be held by Federal or State instrumentalities, private limited dividend
corporation, or municipal corporate instrumentalities, formed for the
purpose of providing housing for persons of low income. These
instrumentalities and corporations were required to be regulated by
law or by the FHA Administrator as to rents, charges, capital struc-
ture, rate of return, or methods of operation. The maximum mort-
gage insurance could not exceed $10 million for one project.

n 1038, section 207 was amended to provide that certain regulatod
private corporations could qualify as morfﬁagors (Public Law 424, 75th
Cong.). The amount of the mortgage could not exceed $5 million, nor
exceed 80 percent of the Administrator’s estimate of the value of the
project when the proposed improvements were completed, and could
not exceed $1,350 per room.

In 1939, section 207 was amended to ﬁrovide that the amount of
the insured mortgagoe could not exceed the Administrator’s estimate
of the cost of the completed physical improvements on the property,
exclusive of the following: Pubﬁc utilities and streets, taxes, interest
and insurance during construction; organization and legal expenses;
and miscellaneous charges during or incidental to construction (Public
Law 111, 76th Cong).

The Housing Act of 1948 (Public Law 901, 80th Cong.) made further
major changes in this section. Redevelopment and housing corpora-
tions were added to the list of public corporate bodies which could
be permissible mortgagors and an exception to the $5 million mort%:age
limitation was made for public corporate mortgagors setting their
mortgage ceiling at $50 million.

The amount of the insured mortgage could not exceed 80 percent
of the amount which the Administrator estimated would be the value
of the property or project when the proposed improvements were
completed, including the land; the proposed physical improvements;
utilities within the boundaries of the property or project, architects
fees, taxes, and interest accruing during construction, and other miscel-
laneous charges incident to construction and approved by the Ad-
ministrator. .

Moreover, for the private corporate mortgagor the mortgage could
not excced the Administrator’s estimate of the cost of the completed
improvements exclusive of public utilitics and streets and organiza-
tion and legal expenses. The amount of the mortgage could not ex-
ceed $8,100 per family unit in any case.

Major changes were made in the provisions of section 207 by the
enactment of the Housing Act of 1950 (Public Law 475, 81st Cong.).
The section 207 mortgagor was required to certify that he would not
discriminate aFainst children in selecting tenants for the projects.
The amount of the mortgage could not exceed 90 percent of the first
$7,000 of estimated value per family unit plus 60 percent of such esti-
mated value in cxcess of $7,000 up to $10,000 ?er family unit. A
further modification stated that the mortgage could not exceed $8,100
per family unit ot $7,200 per family unit-if there were less than 4%
rooms in the family unit.
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A further najor change in the loan to value ratio came in 1953
(Public Law 04, 83d Cong.). The langunge was reinstated that the
mortgage amount could not exeeed 80 porcent of the estimated value
of the completed project and the more complex formula was dis-
cardod.  The maximum mortgage limits were set at $2,000 per room,
$7,200 per fmmily unit of less than 4} rooms and s maximum ei $10,-
000 per fumily unit.

The Housing Act of 1954 provided for maximum mortgages of $2,000
per room nnd $7,200 per family unit of less than 4 rooms (Public Law
500, 83d Cong.). The $10,000 por family unit limitation was re-
pealed.  However, the Commissioner was given the diseretion to in-
crense the per room limitation to $2,400 and the family unit limita-
tion to $7,500 in elevator-type struetures to compensato for the higher
costs of construction for anc’n structures.  No change was made in the
loan to value ratio.

A new provision was added to prevent “windfall profits,” by re-
quiring the builder to cortify the amount of his actual costs,  If the
proceeds of the mortgnge exceed the approved pereentage of actunl
costs, the excess must be paid to the mortgageo for the reduction of
the mortgage principal.

History of section 213

The section 213 cooperative housing insurance program  was
enacted in April 1950 (Public Law 475, 81st. Cong.). The law provided
for two types of nonprofit cooperative projects: management and sales
type dwellings. The principal amount of the mortgage for the mannge-
ment type projects could not. exeeed $5 million per ijvvl; $8,100
per family unit or $1,800 per room; and 90 pereent of the estimated
replacement cost,

wo exceptions to these maximum fimitations for World War 11
veterans provided inerensed allowanees for each -pereent inerease
in veteran's membership in the cooperative and, if at least 65 pereent
of the membership of the cooperative were veterans, the maximum
mortgage limitation was $8,550 per family unit or $1,900 per room with
0 95 percent maximum ratio of lonn to value.

The maximum mortgage limitation of $5 million per projeet applied
also to the cooperative sales type dwellings.  In addition, the prin-
cipal amount of the mortgage could not exceed the greater of either
the limitations deseribed above for cooperative management type
wojects or the limitations required by seetion 203 of the National
Tousing Act.

In October 1951, section 213 was amended to include veterans of the
Korean war within its benefits (Public Law 214, 82d Cong.).

The Housing Act of 1054, adopted on August 2, 1054, has further
amended section 213 (Public Law 560, 83d Cong.). A provision was
added to permit FHA-insured cooperative housing mortgages to be
as high as $25 million in amount if the mortgagor cooperative is
regulated by Federal or State law as to rents, charges, and methods
of operation.

This seetion also changed, with respeet to nonveteran projeets, the
former limitation on mortgage amounts of $1.800 per room or $8,100
per family unit to $2,250 per roomn and the family unit limitation is
applicable only if the number of rooms is less than four.  Also, there
is & change from a cost basis to a valuation basis. In addition, the
basis for allowing increases in mortgage limitations for veteran mem-
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bership was changed so that such inereases can be made only if 65
pereent of the members of the cooperative are veterans,

The Commissioner was authorized in his diseretion to inerease the
dollar amount limitations for elevator-type structures in both veteran
and nonveteran projects,  The maximum inereases permitted are
$2,250 per room to $2,700; $2,375 per room to $2.850; $R8,100 per
family unit to $8,400; and $8,550 per family unit to $8,000,

History of section 803

Title VITT was added to the National Housing Act on August 8,
1049 (Public Law 211, Sist Cong.).  Secetion 803 stated that the
nirpose of this progeam was to provide rental housing accommadations
or civilinn nm, military personnel of the Armed Forees at or in the
aren of military installations where there was an acute shortage of
housing,  The Seeretary of Defense was required to cortify that the
housing was necessary and the installation coneerned was a permanent
part of the military establishment and there was no present intention
to substantinlly curtail activities there,

The principal amount of the mortgage on such a projeet eannot
exceed $5 million, cannot execed 90 pereent of the amount which the
Commissioner estimates will be the replacement. cost of the property
or project when the proposed improvements are completed, and cannot,
be more than $8,100 per family unit, exeept in an exceptional ease in
which the Seeretary of Defense certifies that the need would he hetter
served by single-fumily detached dwellings, the mortgage limitation is
$0.000 per family unit.,

By amendment in 1051, personnel of the Atomie Energy Commis-
sion emploved at AKC installations were ineluded within the benefits
of this law.  In addition, the Commissioner was authorized to inerease
the limitation from $8,100 per family unit up to $9,000 where cost
levels so required (Publie Taw 139, 82d Cong.).

In 1953 an “antiwindfall profits” provision was added which required
the builder, upon completion of the project, to certify his actual costs
and to pay the mortgagee, for reduction of the mortgage, the amount,
by which the mortgage proceeds exceeded the actual costs (Publie Law
04, 83d Cong.).

The Housing Act of 1954 extended to June 30, 1955, the program
under section 803 (Public Law 560, 83d Cong.).

History of seetion 903

Section 903 was added to the National Housing Act in 1051 to
wovide adequate housing in areas which the President determines to
he critical defense arcas (Publie Law 139, 82d Cong.). The require-
ments for insurance under this seetion provide that tfm mortgage must
cover property designed for residontial use of not more than 2 families
and cannot exceed 90 percent of the appraised value. The mortgugo
cannot exceed $8,100 }or a singlo-family dwelling and $15,000 for a
two-family dwelling except that the Commissioner may incronse these
amounts to $9,000 and $16,000, respectively, if he finds the cost lovels
so require.  These dollar amount limitations may be further increasod
up to $1,080 for each additional bodroom in excess of 2 per family unit
if such units meet sound standards of livability as 3- and 4-bedrpom
units. The maximum maturity for mortgages insured under this sec-
tion was limited to 30 years.

b4408—04—2



14 FHA INVESTIGATION

The Housing Act of 1954 (Public Law 560, 83d Cong.) requires
that each dwelling covered by a mortﬁage insured under this section
after the effective date of the act be held for rental for a period of not
less than 3 years after the dwelliniis made available for initial oc-
cupancy. This act also requires the mortgagor to certify that the
a?proved percentage of actual cost equaled or exceeded the proceeds
of the mortgage loan or the amount by which the proceeds exceeded
such approve Fercentage and to apply the amount of such excess to
the reduction of the mortgage.

History of title I

Title I was enacted in 1934 as a part of the original National Hous-
ing Act (Public Law 479, 79th Cong.). This was a depression measure
aimed at helping solve the widespread unemployment in the con-
struction industry. Section 2 provided for insurance of lending insti-
tutions against losses up to 20 percent of the aggregate amount of
advances made for the purpose of financing alterations, improve-
ments, and repairs upon real property. The individual foans could
not exceed $2,000.

In 1036 soction 2 was amended to provide that the amount of
insurance to be granted to a financial nstitution was reduced from

__20 percent of the total amount of loans to 10 percent thereof (Public
Law 488, 74th Cong.).

The National Housing Act Amendments of 1938 (Public Law 424,
75th Cong.) provided for the expansion of title I, section 2. The
maximum amount of individual loans for financing repairs, altera-
tions, and improvements on existing structures was increased to
$10,000. In addition, provision was made for loans up to $2,500 for
financing the building of new structures,

In 1939 catastrophe loans were included as 1 of 3 classes of loans
insurable under section 2 (Public Law 111, 76th Cong.). The other
two classes were loans for alterations or repairs and loans for building
new structures, The amount of each individual loan in any of the
3 classes could not exceed $2,500 or have & maturity in excess of 3
years and 32 days. :

One new feature of the law was the fixing of a premium charge of
not to exceed three-fourths of 1 percent per annum of the original
amount of the loan payable by the financial institution for insurance
under this title. ’

Numerous minor changes were made in the program during the
war years, but the next major amendments came in 1948. The
National Housing Act of 1948 (Public Law 901, 80th Cong.) increased
the maximum limit on loans for new construction from $3,000 to
$4,500. A new program for loans for the alteration, repair, improve-
ment, or conversion of an existing structure to be used as an apartment
or a dwelling for two or more families was included. These loans
could not exceed $10,000 and had a maturity-of not more than 7 years
and 32 days. .

The Housing Act of 1950 (Public Law 475, 81st Cong.) reduced
the maximum loans for new construction from $4,500 to $3,000 and
loans for new residential construction were limited to a maturity of 3
years and 32 days.

The revelation of abuses in the operations of the home repair and
improvement program led to the enactment of safeguarding provisions
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in the Housing Act of 1954 (Public Law 560, 83d Cong.). These
amendments were:

1. A lender covered by title I insurance was placed in the position
of a coinsurer by limiting his reimbursement to 90 percent of the
loss on any individual loan. Since the lender must absorb 10 percent
of the loss on each loan, it will be in the lender’s interest to conduct
more careful lending operations and thus help prevent abuses in the
home repair and improvement program.

2. In order to be cligible as a lender under title I, the lending insti-
tution must either (a) be subject to inspection and supervision of a
governmental agency and found by the FHA Commissioner to be
qualified by experience or facilities to take part in the title I program;
or (b) be approved by the Commissioner on the basis of the institution’s
credit and experience or facilities to make and service such loans.

3. Only home improvements which substantially protect or im-
prove the basic livability or utility of properties are eligible for insur-
ance. The FHA Commissioner is directed to declare ineligible from
time to time items which do not meet this standard or are especially
subject to sclling abuses. (

4. The use of title I loans on new houses is prohibited until after
they have been occupied for at least 6 months. The purpose of this
provision is-to prevent the proceeds of a title I loan from being used
as part of the downpayment for the purchase of a new house.

5. Multiple loans granted under title I on the same structure are
grohibited from exceeding in the ag%'regate the dollar limit set forth

y statute for that particular type of loan.

History of slum clearance

Title I of the Housing Act of 1949 (Public Law 171, 81st Cong.,
approved July 15, 1949) authorized the Administrator of the Housin
and Home Finance Agency to ?rovide assistance, in the form of capita
grants and loans, to localities for slum clearance and urban redevelop-
ment. The capital-grant contracts authorized in title I, aggregating
$500 million, were for the purpose of defraying up to two-thirds of the
net cost to localities of making project land available at fair value for
ap}i‘roved new uses.

he law authorized borrowings by the Administrator from the
Treasury, aggregating $1 billion, which can be used for short-term
advances to finance the selection of project sites and the preparation of
plans for specific project development operations; temporary loans for
the acquisition, clearance, and })reparation of land for reuse; special
loans to finance construction of public buildings and facilities; and
long-term loans to refinance the local investment in project land which
is leased rather than sold. Not more than 10 percent of the funds
either in the form of loans or grants may be expended in any one
State, except that contracts for capital grants aggregating not more
than an additional $356 million of the $500 million grant authorization
may be approved in States where more than two-thirds of the amount
permitted under the 10-percent limitation has been obligated.

The Housing Act of 1954 (Public Law 560, 83d Cong.) enlarged the
scope of undertakings under this program and provided for its co-
ordination with other Agency programs specifically designed to assist
localities in urban renewal.



PART III. RESPONSIBILITIES UNDER THE HOUSING
PROGRAM

The housing program, both short term for the postwar era, and
long term for the general good of the Nation, involves a farsighted
legislative program by the Congress, enlightened and competent
administration of the law by the administrative agency assigned that
responsibility, and a sincere effort by the building industry to fulfill
its economic responsibilities.

It is not difficult for a congressional committee to absolve itself
of any fault and place the entire blame upon others. But there is
no occasion for the Congress to accept responsibility which rightly
belongs elsewhere. Perhaps the Congress was derelict in not sooner
making a full inquiry into the administration of this program. The
facts now available, however, show that some officials of FHA and
some spokesmen of the building industry misled and deceived the
Congress as to the administration of the act. Tt appears now that
what they told this committee did not and could not happen was in
fact quite routine. We inquire now as to how each of the responsible
bodics discharged its responsibility.

SecrioN A. CoNGRESSIONAL RESPONSIBILITY

The Congress provided in section 608 that the FIIA Commissioner
could require the mortgagor —
to be regulated or restricted as to rents * * * capital structure, rate of return,
and method of operation.

The Commissioner was also authorized to acquire $100 of stock in
mortgagor corporations for the purpose of enforcing his regulations
or restrictions.

Pursuant to this statutory authorization FHA established a “Model
Form of Certificate of Incorporation,” which every section 608
corporation was obligated to use (Housing Act hearings, April 1954,
p. 1971). This certificate of incorporation provided for $100 of pre-
ferred stock to be owned by the FHA Commissioner and that—
no dividends shall be paid upon any of the capital stock of the corporation (except
with the consent of the holders of a majority of the shares of each class of stock
then outstanding) until all amortization payments due under the Mortgage
insured by the Federal Housing Commissioner have been paid.

These provisions required the approval of the FHA Commissioner
of windfall distributions, a fact wholly ignored in the administration
of the act. FHA officials testified before this committee that the
actual costs and the amount of the “windfall profits” distributed to
these sponsors were available to them in the annual reports which were
required to be filed with FHA. But Burton C. Bovard, former FHA
General Counsel, testified that no one in FHA read the annual reports..

A most significant congressional act to have prevented these abuses
was the provision enacted in June 1934, found in section 1010, title 18,
United States Code, making it a criminal offense to file false state-

16
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ments in connection with obtaining a loan or advance of credit insured
by the FHA. That section is in part: .

Whoever, * * * with the intent that such loan or advance of eredit shall be
offered to or accepted by the Federal Housing Administration for insurance, * * *
or for the purpose of influencing in any way the action of such Administration,
makes, passes, utters, or publishes any statement, knowing the same to re false,
* * ¥ or willfully overvalues any sccurity, asset, or income, shall he fined not
more than $5,000 or imprisoned not more than two years, or both,

There was already in the Criminal Code, section 1001, title 18,
enacted in 1909, a statute making it a crime to make a false statement
to any Government agency. Therefore the enactment of section
1010 expresses a congressional awareness of the specific dangers in-
volved in. the housing program to be administered by FHA.

In 1935 an agreement was reached between FHA and the Depart-
ment of Justice that the FBI would turn over to FHA all investiga-
tions of violations of section 1010. The FHA was given exclusive
jurisdiction to police all cases of fraud and misrepresentation in con-
nection with its operations. That arrangement was abolished on
April 12, 1954, beeause of the failure of FHA to adequately investigate
and initinte prosecutions under section 1010 for the filing of fulse
statements with FITA. In the meantime FHA ignored this criminal
statute and all but read it out of the law.

Not only did FHA fail to actively prosecute the numerous cases of
misrepresentation and fraud contained in the section 608 applications,
but it effectively prevented the FBI from investigating, and the
Department of Justice from prosecuting, those cases under section
1010. The most important &ature of this neglect of duty is that
a majority of these violations occurred prior to 1950 and the statute
of limitations appears to now bar successful prosecution. The
committeo is pleased to know that the FBI has again assumed juris-
diction over violations of section 1010 and that the Housing and
Home Finance Agency has established a compliance division to
prevent a recurrence of these past derelictions of duty.

As carly as 1947 this committee was concerned by the fact that in
some cases the FHA mortgage insurance on section 608 projects
represented more than 90 percent of the actual cost (S. Rept. No. 772,
80th Cong.). The committee was also concerned that FHA was
estimating costs on the basis of the costs of the average builder rather
than on the costs of the more efficient builders. There was no desire
to subsidize the less efficient builders. ;

Realizing the danger of financing unnecessary and artificial costs,
the committee reported, and the Congress adopted, an amendment
to section 608, directing the FHA Commissioner, in estimating
necessary current costs to—

use every feasible means to assure that such estimates will approximate as closely
as possible the actual costs of efficient building operations.

This m;mendment became Public Law 394, 80th Congress, December
27, 1947,

While such a standard for estimating costs should have been adopted
by FHA on its own at the beginning of the program, it even completely
ignored this congressional mandate. The record discloses no action
by FHA to make this amendment effective other than a letter sentby
the Commissioner to State directors and chief underwriters which
quoted the amendment and added:
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* * * Therefore, you are directed to take such steps as may he appropriate to
make certain that necessary current cost estimates do not refleet costs of ineflicient

building operations * * * (Housing Act hearings, April 1954, p. 1967).

If FHA had adopted the standard required by the 1947 amendment
the “windfall profits,” which reached their peak in 1949, 1950, and
1951, could not have occurred in anything like the volume we have
secn.

Most, if not virtually all, frauds and irregularities disclosed by
these hearings could not occur if FHA had: (1) Required truthful
statements by builders in their applications through the criminal
prosecution of those who failed to do so; (2) made realistic estimates of
costs based on the actual costs of eflicient building operations; and
(3) used the corporate charter provisions authorized hy the statute to
cheek on the activities of builders following the issuance of the FIA
commitment.

Notwithstanding the repeated assurances by builders and FHA
Administrators, Congress should have sooner looked into the repeated
rumor of irregularities in the section 608 program. The investigative
power and responsibility of the Congress should be diligently utilized
to permit. the Congress to know how its laws are being administered.
The Congress should not have relied on the misstatements to it by
some builders and some FHA oflicials,

Sreerion B. Apministrative Rusrvonsisiniry or FHA

It has been frequently said that the best law the mind of man is
capable of drafting will not work if incompetently and improperly
administered; and that the worst law of the Congress will not result
in inequities if properly and competently administered.

Some FHA employees administered the National Housing Aet¥in
a neglectful, incompetent, and dishonest manner, in striking contrast
to the high standard of service and integrity this Government is gen-
crally accustomed to receiving from its public servants,

The general attitude of FHA seems to have been that it was an
agency for the builders and for their benefit.  While deeply concerned
with inducing builders to construct more projects, FHIIA appears to
have been unconcerned in maintaining the standards of integrity and
competence required of Government agencies in the public intevest.

INTEGRITY OF FHA PERSONNEL

Thousands of people were employed by FHA and we do not mean
to infer that all, or any great percentnge, of them were dishonest.
At the same time we do not believe that the incidents discussed below
are isolated cases or that our investigation uncovered anywhere near
all cases of such irregularities. 1t is still difficult to beliove that o
man like Clyde L. Powell could head a multi-billion dollar rental
housing program for so many vears,

Clyde I.. Powell, former FT{A Assistant Commissioner for Multi-
family Housing was employed by FHA in 1934 and was in charge
of the section 608 program from its inception in 1942 through its
termination in 1950,

FHA General Order No. 4 issued in 1947 gave Powell authority
to issue commitments, increase, modify or extend commitments,
approve change orders during constructions and otherwise supervise
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insurance contracts not only under section 608 but also under all
other multifamily rental programs. Powell’s record, as shown by
this committee’s hearings, discloses maladministration and dis-
honesty in Government, at its worst. No program could be expected
to have been honestly and efficiently administered while headed by a
man such as Powell.

In his application for employment by FHA, Powell categorically
denied that he had ever been “found guilty by a court of any crime,
either misdemeanor or felony.”

Powell’s arrest record, long antedating his employment by FHA,
was furnished to this committee by the Federal Bureau of Investiga-
tion. The Federal Bureau of Investigation report is printed in the
appendix (p. 127).

hat arrest record had been referred to the Civil Service Commis-
sion by the FBI on two occasions—August 14, 1941 ] and January 10,
1948—in connection with routine loyalty checks. The Civil Service
Commission as a matter of practice referred such records to FHA.
Howover, those arrest records cannot be found in the FHA files. Who
removed these reports and who thereby covered up for Clyde Powell
has never been disclosed by our investigation.

At the preliminary hearing held in April, Powoll was asked, “How
long have you been with FHA?” He declined to answer ‘“‘upon
my constitutional E'otoction against being compelled to be a witness
against myself.” His attorney advised the committeo that he would
refuse to answer, on the stated ground, any question “Rogardless of
whatever nature’”’ that might be asked of him.

In Juno, Powell was called at the opening of the committee’s formal
hearings. He was asked questions concerning the processing of sec-
tion 608 applications, concerning his prior criminal record, and about
his dealings with certain identified builders. To these questions he
again invoked the privilege of the fifth amendment.

At the conclusion of the hearings in October, Powell was again
called before the committee. He was then asked about large bank
deposits he made in excess of his Government salary. He again
refused to answer on the ground of his privilege against self-
incrimination.

Subsequently, Powell was found guilty of criminal contempt by the
United States District Court for the District of Columbia for refusing
to give information to a grand jury, investigating the FHA scandals,
after he had been directed to do so i)y the court.

One consequence of Powell's refusal to testify is that the builders
who “dealt” with him have had the security of knowing that the
Government would not learn from him of their illegal operations.

The records of the Riggs National Bank, where Powell maintained a
checking account, show that in the period from January 1, 1945, to
April 30, 1954, Powell mado deposits of $218,330.89, of which deposits
$101,220.10 was in currency. During this period his net Government
salary, including reimbursement for travel expenses was $80,2065.49.
Those deposits are $138,365.53 more than he had earned. His Federal
income-tax returns for those years disclose no income whatever other
than his Government salary. Financial statements given the Riggs
National Bank in connection with loans he made during the early part
of that period showed no substantial assets.

Powell also maintained safe-deposit boxes at the Wardman Park
Hotel, where he lived, and at the Riggs National Bank. The hotel did
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not record his entries into that box; but the records at the bank show
he frequently entered that box, often 3 or 4 times a month. Signifi-
cantly, he discontinued depositing cash in his bank account in Janu-
ary 1950, and on July 18, 1950, he rented a larger safe-deposit box at
the bank, just double the size of the one he previously occupied. The
record also shows that he visited this safe-deposit box on the day after
the President disclosed the existence of the housing scandal (April
13, 1954).

Powell otherwise dealt in large sums of money. In December 1953,
he purchased a lot for $12,000 in what perhaps is the most exclusive
section of Washington. He paid $11,000 of that purchase price by
cashier’s checks, of the Riggs Bank, purchased the same day that he
made a visit to his safe-deposit box. He lmid $1,500 to a builder to
draw plans for a house to cost $56,500. Powell then lived in a hotel
and presumably would also have to furnish and equip his new house,
This project, including the construction, furnishing, and equipping of
the house, appeared to involve commitments approaching $100,000.
His Government salary was less than $12,000 a year, before taxes,

Powell appears to have been an exceptionally heavy gambler, particu-
larly on horseraces. Several witnesses testified to his frequent visits
to racetracks. A former “‘bookmaker” testified that during a period
of 9 months in 1940 and 1941 Powell made horserace bets with him
averaging $100 to $120 a day. One day in 1941 Powell lost $1,500
on 1 duy’s races. He did not pay his loss and the bookie stopped
calling on him.

Notes of Powell in the amount of $8,900 were deposited to the
account of John “Black Jack” Kelcher during the period from May
27, 1942, through August 13, 1946. Kelcher refused to answer

uestions about his business activities during this period on the ground
that such answers might tend to incriminate him, It is common
knowledge that Keleher was a prominent “bookmaker” in Washing-
ton during that period of time. During a lengthy examination
gelclﬁzr would testify only that he had no real-estate business with
owell,

On June 2, 1948, Powell purchased a cashier’s check from tho Riggs
National Bank for $8,650 payable to Rocco De Grazia. He paid
the bank for this check in currency of $1,000 and $500 denominations,
De Grazia is reputed to be the owner of the Casa Madrid in Melrose
Park, Ill,, a nightclab and gambling house. De Grazia could not be
located by committee investigators and Mrs. De Grazia availed her-
self of the fifth amendment when asked pertinent questions,

On August 20, 1950, Powell lost $5,000 “shooting craps” at the
Dunes Club in Virginia Beach, Va, Accompanied by 8\7 Taylor
Jobnson, a Norfolk realtor, who was his host, and Frederick Van
Patten, former FHA zone commissioner, and then Johnson'’s partner,
Powell gambled at the Dunes Club from shortly after midnight that
day until between 6 to 8 o’clock the following morning. The gam-
bling was preceded by a luncheon and a dinner the previous day,
celebrating the completion of a section 608 project. Throughout the
festivities there was considerable drinking, Powell entered the

ambling house with a roll of bills, said by Van Patten to contain at
east $2,000.

Johnson subsequently gave Powell $3,000 in cash to compromise
his losses with the owners of the Dunes Club. Johnson, who had
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interests in 5 section 608 projects, charged this $3,000 as a financing
expense of his Mayflower Apartments project.

‘he committee heard almost countless rumors of irregular financial
transactions with Powell. In most cases, it was impossible to obtain
oevidence either to corroborate or to disprove the story. The other
party to the transaction would, of course, be just as guilty as Powell
mn any such dealings.

Testimony of Nathan Manilow, a Chicago builder, further related
to Powell’s transactions. A $7,500 draft deposited in Powell’s account
at the Riggs bank was traced to a Chicago bank and then to Manilow.,

Manilow owns half the common stock of American Community
Builders, the remainder being owned by Philip Klutznick, former
Federal Public Housing Administrator.  Manilow testified that he
gn.;'lg that stock to Klutznick and that it is now worth about $2.5
million,

Amorican Community Builders received $58 million in FHA mort-
gago-insurance commitments for projects in Park Forest, 1ll. In-
cluded in this total were 9 section 608 projects with mortgages of
$27.8 million. During the construction of t.fmsc ojects Powell did
several things for the benefit of these sponsors, inc]luding his approval
of an increase in tho mortgage commitment of $590,000.

Manilow testified thatin March 1948, the Illinois FHA State director,
Edward J. Kelly, telephoned him to say that Powell “was in a difficult
situation” and wanted Manilow to lend him $7,500. Manilow made
the loan on March 9, 1948, Prior to that date, Mr. Manilow had
requested permission from FHA to collect 2 months’ rent in advance
on his leases and to invest this money. On March 24, 1948, Edward J.
Kelly recommended to Powell that the request be granted and Powell
did so on that date.

Manilow testified that $2,000 of the loan was repaid to him by
check in December 1048, He claimed that Powell repaid the balance
of $5,500 in currency sometime between December 1948 and March
1949. He said there were no witnesses to the payment, no evidenco
that it was paid, and that he merely put the currency in his pocket
and spent it. However, in his 1949 income-tax return filed in March
1950, Manilow claimed this $5,500 as a bad debt. He listed the
debtor merely as “C. Powell.” 1In 1952 an internal revenue examiner
disallowed this $5,500 as a deduction, in a routine audit, because there
was no proof that Manilow had ever attempted to collect it.

Even more serious was the testimony of Albert J. Cassel. Cassel
an architect and former associate professor in architecture at Howard
University, was one of the sponsors of Mayfair Mansions, a section
608 project in Washington, D. C. In December 1946, when this
project was nearing completion, an additional FHA commitment of
$709,000 was obtained to pay off preferred stock held by contractors
in connection with prior debts. Cassel testified that he did not know
who obtained the increased commitment but that he did not. Cassel
testified that when he went to Powell to pick up the commitment,
Powell demanded $10,000 for his services before he would sign the
authorization. Cassel paid the $10,000 in currency and received the
additional $709,000 commitment.

" Other facts point to a direct connection between Powell and sponsors
of section 608 corporations that made “windfall profits.” Powell’s
appointment books show frequent visits by many such sponsors to
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his office. Telephone company records show many phone calls between
Powell, both at his office and at his home, and many of those who
made “windfall profits.” The records of some of these same sponsors
also showed large expenditures in cash which they could not explain,

The sordid story of Clyde L. Powell was one of the principal reasons
that an investization of the FHA was necessary. The complete scope
of Powell’s activities during his 20 years will probably never become
known, especiallz if the one man who knows the answers persists in
his refusal to talk.

Although no other employees of the FHA are known to have
engaged in illegal activities on the scale of those by Powell, there are
many other cases of FHA personnel receiving gratuities from builders,
accepting part-time employment from builders, and engaging in other
unethical practices.

Thomas Grace is an outstanding case involving “conflicts of inter-
ests.” Thomas Grace was New York State FHA director from August
8, 1935, to August 1, 1952. Prior to his employment by FHA he
was a partner, with his brothers, in the law firm of Grace & Grace.
He remained a partner in the law firm after becoming State director.
Grace & Grace, or his brother George one of the partners, were con-
nected with 64 FHA rental housing projects processed in the New
York office while Thomas Grace was State director. These 64 proj-
ects involved FHA mortgage commitments of $84,771,030. George
T. Grace, or the firm, received $400,000 in connection with FHA
matters, including $291,000 in fees.

Thomas Grace maintained that he was an “inactive” partner in the
firm, but his name appeared on the stationery, on the building registry,
and on the door of the law firm’s office. Moreover, Thomas Grace
withdrew $38,758 trom the firm’s account and was paid $8,850 by his
brother George in the years 1946 through 1951. In at least 2 years
the law firm filed a partnership tax return, showing Thomas Grace as
receiving 25 percent of the firm’s earnings.

The testimony concerning the Warren Gardens project may give
the reason George T. Grace’s services were so valuable. The original
application filed in May 1949, asked for an FHA commitment for
$325,000 to build a section 608 project. In almost 6 months the appli-
cation had not been acted upon. The sponsor was advised by friends
to change lawyers and to hire George T. Grace. He did so and in
less than 3 months an'amended application for $485,000 was ugproved.

John William Salmon, employed by the FHA in November 1934
and put on annual leave in August 1954, was chief am)raiser of the
Los Angeles office. In that position he was responsible for the ap-
praisals on all FHA projects including those under section 608. He
and his wife Tress received from builders doing business with FHA
at least $25,300 in cash, a Ford automobile, and a home purchased at
a discount price. Some payments were said to be for services of
Mrs. Salmon. '

Arthur B. Weber and Richard S. Diller were particularly generous to
the Salmons. Weber and Diller built three section 608 projects-—
Baldwin Gardens, Wilshire-La Ciencga, and Monte Bello Gardens,
The Government-insured mortgages on these projects was approxi-
mately $5 million, their windfall was $417,000 and, of course, they
still owned the properties.

Their biggest windfall was $277,154 on the Baldwin Gardens’
$2 million mortgage. Since the law provided for mortgages not
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exceeding 90 percent of estimated costs, the FHA estimate was off
almost 30 percent. Salmon signed the project analysis on Baldwin
Gardens as chief valuator.

In October 1949 the Salmons purchased a home from Diller-Weber
Co. for $10,000. The house next door, virtually identical, was sold
for $15,500 at about the same time to a non-FHA employee.

Weber and Diller were also connected with gratuities to two other
FHA employees—Maurice Henry Golden and Kenneth F. Mitchell.

Maurice H. Golden was employed by FHA from 1938 to 1954 and was
assistant chief construction examiner in the Los Angeles office. In
1949 Weber, Diller, and a number of other builders collected an
$11,000 hospital fund of which $7,000 was spent on hospital bills for
Golden’s daughter. The remaining $4,000 was put in his personal
bank account and in part used to buy a new automobile.

Kenneth Mitchell was chief land pfanning consultant in the FHA
Los Angeles and Long Beach offices. In June 1949 Diller-Weber Co.,
sold him a home for $11,400 in the same subdivision in which Salmon
had purchased. Four months earlier the house next door on one side
had sold for $16,300 and 2 months later the house next door on the
other side was sold for $16,600. Other houses on the same street sold
for {n’ices ranging from $15,250 to- $16,600.

T n'ouighout the country it appears to have been_the established
custom for builders to give Christmas presents.to FHA personnel.
It was not infrequent for builders to give parties to which FHA people
were invited, In New Orleans parties were given regularly by builders
in connection with the closing of section 608 mortgage commitments,
Five or six top officials of the New Orleans FHA office were generally
in attendance at such parties with their wives, In 1948 Shelby Con-
struction Co. gave a party at the Roosevelt Hotel on closing the FHA
commitment on the Parkchester project and in 1949 it gave a party
at the Beverl{ Club in connection with the closing on Claiborne
Towers. Shelby also gave fishing trips for FHA people. Its financial
success in FHA projects indicates these expenses were a good invest-
ment. One official in the New Orleans office with a good memory
f:ave a long list of parties, fishing trips, and Christmas presents he

1ad received from builders. A New Jersey official provided a long
list of gift certificates he had received from builders.

Wilham V, Yates, chief underwriter at the Jackson, Miss., FHA
office, received automobiles from Henry F. Sadler, a builder of 2 sec-
tion 608 projects who also had an automobile agency. In 1951,
Yates made an even trade with Sadler of a 1949 Pontiac for a 1951
Pontiac. In 1953, he again made an even trade of his 1951 Pontiac
for a 1953 Pontiac. In that transaction Yates made out a check for
$1,200 to the order of Sadler. Sadler endorsed the check but gave it
back to Yates who then deposited the check in his own account.
Sadler reczived no money on the trade.

There were many instances in which FHA employees were hired by
builders to work on plans that were to be submitted to FHA for ap-
proval. FHA employees, in their official capacity, have approved
plans that they themselves had drafted for builders.

Joe I, Crawford was a construction examiner in the Denver FHA
office from 1943 to 1951, He was hired in 1950 by C. L. Whitchurch
and Otto Zurchin to help them on plans which were to be submitted
to FHA for approval. Whitchurch testified that having Crawford
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draft the plans “greased the wheels” since Crawford knew all the
FHA requirements. There were several transactions between Whit-
church and Crawford, but the testimony was conflicting as to the
total amount Crawford rezeived.

At least two other bulders paid Crawford for help on plans and
there was testimony that Crawford approached Forrest Ross, a builder,
with the sugeestion that Ross hire Elm to draw his plans, Crawford
indicating that his services might get Ross a better break from the
FHA. Ross did not avail himself of Crawford’s services.

Whitchurch also paid Neal Williams, in the architectural section
of the Denver FHA office, $1,500 for work on a model home for the
Denver Home Show,

Horace J. Moses was employed by FHA from 1939 to September
1954 as a construction examiner in the Los Angeles office. In 1949
and 1950 he received $9,200 from T. A. Newcomb, who represented
builders of seetion 608 projects processed in the Tos Angeles office.
In 1950 Moses was paid $1,600 by Curtis Chambers, an architect, for
FHA builders,

William D. Sorgatz was chief architect in the Chicago FHA office
from 1938 until August 1954. Sorgatz testified to receiving approxi-
mately $10,000 in connection with architectural work on plans that
were later processed in his office,

Charles Elliot was an assistant FHA State director in Oregon from
1946 to 1949, He testified to receiving approximately $3,000,
through an associate in his law office, for reviewing contracts for an
FHA builder, and to receiving a commission of approximately $4,000
on the sale of a plot of land on which there was later built an FHA

roject.
P Andrew Frost had been employed by FHA from September 1934,
to June 1954 at which time he was assistant New Mexico State
director. Frost was questioned before the committee about fishing
trips given hy builders, gambling winnings with builders, girl parties
and other gratuitics from builders. To each question Frost availed
himself of the constitutional privilege against self-incrimination.

Fred W, Knecht and Flarry L. Colton were respectively construction
cost examiner and chief underwriter in the Grand Rapids, Mich.,
FHA office. They were also partners in an architectural firm which
drafted plans later submitted to FHA for approval. On at least one
occasion they induced an architect, who had not drafted the plans,
to sign their plans so that they could, as FHA officials, approve the
plans, Knecht and Colton received over $20,000 from their archi-
tectural firm while employed by FHA.

Joyce A. Schnackenberg was FHA State director at Grand Rapids.
His brother, Rex, and Fay West were partners in several building
companies which received FHA commitments from the FHA Grand
Rapids office. Schnackenberg induced two FHA employees to do
accounting and secretarial work for those companies. There was
evidence that he received funds from those companies. When asked
the relationship between Fay West and himself, Schnackenberg
availed himself of the privilege against self-incrimination.

Hugh Askew indicates a different and unrelated aspect of the integ-
rity of FHA employees in his collection of political contributions from
FHA employees. Askew was employed by the FHA in 1934 and,
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when he resigned on March 1, 1954, was Assistant Commissioner in
charge of ﬁelg operations.

Askew was the FHA Oklahoma State director from May 1, 1946
to July 1, 1947. Oklahoma was then divided into two districts an
until July 1, 1952, he was district director for the district with head-
quarters in Oklahoma City. With the help of John F. Pratt, Jr.,
assistant director, Askew sold tickets to the annual Jackson Day
dinners to FHA employees in that FHA office on behalf of the Demo-
cratic Central Committee. In files in his office were lists of those
employees who had made contributions as well as those who had not,
Askew could give no reason for listing those noncontributors or for
recording the reason for their refusals, such as putting down opposite
one name, “Don’t owe Dem anythinﬁ.”

Askew admitted giving sales talks to cmFloyees to make such
contributions, which he considered comparable to raising funds for
the Red Cross, March of Dimes, and the Shrine. This conduct
appears to be inconsistent with the purposes of the Hatch Act.

Many honest FHA employees appear to have been aware of the
prevailing shady practices, but felt they could do nothing about it.
Some felt they had to keep quict to keep their jobs. 'I%wre were,
however, some courageous employees who refused to go along with
improper (})mctices and preferred to resign in protest. William F.
Byrne and Howard B. Jarrell are two employees who stood by their
princi})les and were forced to leave their {'obs.

William F. Byrne was employed by the FHA in 1938. When he
resigned on March 1, 1947, he was chief mortgage-credit examiner of
the Chicago office. Byrne had disapproved the credit responsibility
of Axel Lonquist, sponsor of the Frank-Lon Homes, Inc., project, on
the basis of insufficient working capital. Byrne thereupon received
a memorandum from his immeﬁiate superior, Carl A. Jackson, chief
underwriter, that in part states:

I therefore direet that vou process the above cases for firm commitments, and
sign the mortgage-credit reports for the chief underwriter. I will appreciate
your prompt attention to this matter so that commitments may be issued
promptly, * * *

Byrne refused to comply with the directive and he resigned. The
application was approved, but the sponsor did have financial diffi-
culties and was not able to himself complete the project.

Howard R. Jarrell was chief underwriter in the Oklahoma City
FHA office from November 1945 until February 1947. In December
1945 Zone Commissioner Frederick A. Van Patten told Jarrell that
he was too “tight”” in his work and that he must raise cost estimates
in order to cultivate good public relations with builders and mort-
ﬁagees. Jarrell objected to doing so without written instructions,

ut Van Patten refused to put his request in writing.

Jarrell also testified that as chief underwriter he had authority to
raise OPA ceiling sales prices on homes by 5 percent if in his discretion
conditions warranted 1t. Hugh Askew directed him to add this 5
percent in all cases, but Jarrell refused.

Jarrell’s testimony further indicates that the measure of success
in the Oklahoma City office was the volume of business done with the
builders and that there was a great relaxation of the requircments and
regulations. The constant pressure and demands for variances in the
interpretation of underwriting instructions so impaired Jarrell’s
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health that his physician advised him to resign.  Jarrell went on sick
leave without pay in February 1947 and finally resigned in November
1047. He had sinee returned to FHA.

FHA NONFEASANCE

Burton C. Bovard, FHA General Counsel from 1940 through April
1954, in his testimony before this committee, helped materinlly to put
in proper perspective FHA's administration of the housing program.
Bovard was employed by FHA in 1034 as an administrative assistant.
Shortly thereafter he hecame an attorney in the Legal Division, then
was made Assistant General Counsel, and in 1940 was appointed
General Counsel.  Bovard was legal adviser for a $34 billion housing
and home-repair program. The testimony shows that he is an honest
man and no contrary inference is here intended. His testimony (at our
June hearing, but not at the earlier heaving in April) was frank and
not evasive. Nevertheless he exhibited an inability to cope with the
important problems raised under the National Housing Aet and its
administration,

The charter of every section 608 corporation, the forms for which
were prepared under the supervision of the FHA General Counsel,
prohibited the payment of dividends, excopt. out of carnings, without
the consent of the FHA Commissioner. This safeguard was adopted
following express statutory authorization. Had it been followed the
windfall frauds could not have happened.

Bovard was asked in the public hearings:

How all these corporations could distribute these windfall dividends, without
the conxent of the Federal Housing Commissioner, when the artieles of incorpora-

tion and the law required the Housing Commissioner’s consent to the payment of
those dividends?

FHA'’s General Counsel for 14 years replied:
It would be violating the charter if they did it, I would think.

Bovard acknowledged that FHA had the power to and did require
these corporations to file annual audits with f"llA. He acknowledged
that most of the corporations did so and that “very likely" these
audits disclosed the distributions of windfall dividends., Qur examina-
tion reveals that they in fact did so. Bovard testified that he knew
nothing about the audit reports or the dividend distributions. He
did not recall any of the Commissioners ever asking for his opinion
as to whether they could petmit these dividends.  When asked if he
knew that these dividends weré being distributed, he replied, “1 did
not.”  When asked if they kept that fact from him, he roplio(i, “they
probably didn’t know it themselves.,” But when he was reminded
that they could not help but know that fact if they had read the audit
reports, ho replied, “Yes; but they didn’t read the audit reports”
(investigation hearings, June 1954, p. 294).

Bovard was then asked whether he would have advised against it,
if Powell had asked him for an opinion as to whether these dividends
could properly be declared. He replied:

Why of course. We would have advised against any violation of the charter.
* * * T know, however, that dividends—1 think there is & requirement in there—

that dividends can only he paid out of earnings (investigation hearings June 1954, .
pp. 294-295).
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The files of FHA today contain literally thousands of audit reports
submitted by sponsors of section 608 corporations. The “filing”
stamps on these reports shows that they were filed annually from the
inception of each projeet. The reports in most of the cases in which
there have been windfall distributions clearly disclose the payment
of those dividends. A failure to have known that such distributions
were unlawfully taking place could only have resulted from a failure to
have even perused those financial statements,

As General Counsel, Bovard was responsible for the investigative
staff of FHHA. He admitted that reports of gambling by Powell had
come to his nttention, and that he fatled to ask the FBI to investigate
these charges, although he conceded that it was the funetion of the
FBI to investigite charges of irregularities against Government
oflicinls. He testified, \\'ihl respect to those charges against Powell,
that—
if it was a charge relating to an irregularity, the FHA should -investigate for pur-

poses of administrative action, and it is on]y if the charge indicated a violation of
a criminal law, as I understand it, that it would be turned over to [the FBI).

When asked if he did not consider the fact that a man on a relatively
modest salary was able to lose large sums of money gambling would
indicate a possible violation that the FBI should investigate, he
replied, “I don’t think that gambling would be a crime.” \bhon his
attention was again called to the possibility that a crime might be
inferred from the fact that Powell had the funds to lose thousands of
dollars gambling, Bovard replied, “I don’t think that would be a crime
either” (investigation hearings, June 1954, p. 280).

There is discussed elsewhere in this report the problems inherent in
having virtually encouraged builders to file false estimates in their
applications. This resulted from a logal opinion by Bovard that such
false statements did not constitute a criminal offense.

This question first arose in 1951, when the United States attorney
at New Orleans communicated with the Attorney General, apparently
intending criminal prosccution in connection with misstatements in
the application on one of the Shelby Construction Co. projects. The
Attorney General wrote Bovard with respect to allegedly false state-
ments given in that application concornil(Lg _architect’s fees. On
August 14, 1951, Bovard wroto Attorney General J. Howard Mec-
Grath a letter which is, in part, as follows:

QOur files indicate that as far as this Administration can determine the require-
ments of this Administration have been met, or at least we find no evidenco of
violation of our requirements nor any evidence indieating any fraud againat the
United States in connection therewith,  As you know, the determinations made

by this Administration with respeet to, the maximum insurable mortgage must
necessarily be based upon estimates, ...,

At our hearings Bovard was asked whether it would be a criminal
offense for a sponsor to estimate architect’s fees at 5 percent in his
application, “if in advance of filing the application the sponsor knew
that his architect’s fee was only to be a half of 1 percent.” Bovard
replied, “1 don’t think it would be a misrepresentation at all.”

On April 30, 1951, Bovard again wrote the Attorney General with
respect (o a prospective prosecution concerning the Joseph B, Wil-
liams, Inc., project in Newberry, S. C. Bovard then wrote that he
was informed that the United States attorney proposed prosecution
under the “specific” provision of section 1010 (the special provision
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against filing false statements with FHA) and that therefore he
assumed FHA “would be expected to take some further action in
regard to the matter,” Bovard advised the Attorney General that
no further investigation was necessary because it was clear there had
been no criminal offense. His letter is, in part, as follows:

Any prosecution would appear to he bhased upon the submission of a false siate-
ment for the purpose of influencing the action of the Federal Housing Adminis-
tration, and on this point it is believed that the following facts in regard to the
actions taken by the Administration would be of material significance. The
determination made by the FITA as to the maximum insurable mortgage is hased
upon the FHA estimate of the replacement cost of the building improvements,
and such estimate is not influenced by the amount of the contract excented for .
the construction of the improvements. * * * The fact that the actual construc-
tion contract may have been different in amount than the contract presented to
this Administratfon and that the contractor encountered financial difficulties in
performance did not, so far as we can determine, have a material effect on the
ultimate security provided.

The Attorney General apparently had not asked for Bovard’s
opinion, but his letter concluded by saying that, while it was not his
urpose to discourage prosecution, he felt compelled to Point out that
it could not be established that any “side agreement” with respect
to that project which was not disclosed to FHA, could have any bear-
ing on FHI{’B determination,

A similar lettor was written by Bovard to the Attorney General on
one of the Warner-Kanter projects in St. Louis,

The view taken by FHA with respect to the prosecution of persons
filing false applications was expressed to this committee, by Warren
Olney IIT, Assistant Attorney General in charge of the Criminal
Division, as follows:

We have had this experience, that we have learned it has been impossible to
make criminal cases out of those section 608’s hecause FITA takes the position
that even though we can prove that false estimates and false statements have
been submitted by the promoters of these projects, FHA said they don’t rely on
them, and although they admit that they are false and that they are lies, beeause
we don’t rely on them we can't make a eriminal case * * *, And that, fenator,
is why it is impossible for the Department of Justice to prosecute on these section
608 cases, because we cannot prove that the Federal Government was defrauded,
in the face of FIIA’s own statement that they never relied on these false state-
ments, so they are in the position of saying that they weren’t deceived or de-
frauded; they were just giving this stuff away (Housing Act hearings, April 1954,
pp. 1616-1617, 1623-1624),

A final act of FHA staff indifference occurred April 12, 1954, The
President that day ordered all FHA files impounded. William F.
McKenna had been appointed Deputy Housing and Home Finance
Administrator to investigate the FHA program. MecKenna testified
that on April 12 he read the President’s order to the Deputy FHA
Commissioner Greene in the presence of Howard M. Murphv, FHA
Associate General Counsel; that the order required all field directors
to be notified that the President had impounded the files; and that
Murphy thereupon advised that—

Mr. Greene was in danger of having to pay for any telegrams he sent out in
response to the President’s order out of bis own pocket, beeause Mr. Murphy
doubted whether tho President of the United States had any control over the -

Federal Housing Administration, cxceyt to appoint. the Commissioner with the
advice and consent of the Senate * * * (investigation hearings, June 1954, p. 4).

FHA had ignored the congressional suggestion for controlling
dividends, it had flouted the congressional mandate with respect to
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appraisals being based on “actual costs of efficient building opera-
tions,” it had denied the Attorney General the opportunity to prose-
cute the filing of false applications, and its Assistant General Counsel
questioned the President’s authority to impound its files, This is
bureaucracy at its worst.

FHA DECEIVED CONGRESS

On July 29, 1949, Franklin D. Richards, FHA Commissioner, and
Clyde L. Powell, Assistant Commissioner, testified before this com-
mittee. In the light of subsequent information now publicly avail-
able, their testimony was certainly misleading. We quote pertinent
portions from the transcript:

Senator Lona. I see, This also has down here that there are allowances based
on the appraised value of land in use as a rental development, rather than its
acquisition cost.

s I understand that, a man is permitted on the amount of the mortgage to esti-
mate what the price of the developed land is rather than the price he actually paid
forit. For example, if I go to a scetion of town where there is a substantial amount
of vacant property developed but not where he is, if I could buy that relatively
cheap, say $1,000 an acre, and I developed it, I would be entitled to more or less
look at the developed cost which might. be $5,000 an acre, rather than the cost that
I paid for it, T take it.

Mr. Ricuaros, I would like to ask Mr. Powell to tell you about that specifically.
But let me say this, of course, that most all land where relatively large projects
are developed is what we call normally raw land, and it has to be improved. It
costs money to put streets, utilities, sewers, so on and so forth, in there,

| So?our value is based upon the land ready for use. Will you go into detail on
that

Mr. PoweLi. You explained it pretty well there, Mr. Richards. We take the
actual going market price of the land in ils present state; and in order for it to be
usable in a multifamily rental housing project, it mi;fht, flavo to have streets paved
on the outside; we might. have to bring up a sewer line, water mains, and so forth
to permit it to be used.

Senator Lona. To make it ready for use. You would permit that cost in the
value of the section 608 projeet?

Mr. PoweLL. Yes.

The testimony shows it was quite routine for FHA to value land at
2, 3, or 4 times, and frequently far more, the actual market price, plus
the cost of utilities,

Senator LoNa. Of course, that is a point I was getting around. 1 have never
scen & contractor vet who stayed in business over a long period of time and got
to be very successful bidding on a job but what if he performs, he usually man-
ages to get that building up in a little less than the estimated cost, and there is a
little saving produced there usually. I mean it is a general practice among
contractors, Some might run over it.

Mr. Ricuaros. However, we have a large volume of business, as you know, and
maintain cost estimators and analysts in each of our offices; and it is their duty
and responsibility exclusively to be in tha-field and check these costs all the time,

Now, as you indicated, a very suceessful contractor knows how to operate his
business on a basis where he does not lose money. The actual cost of construc-
'tioix;(,i including these items that you have mentioned here, vary from builder to
huilder.

1 suppoae if you took 10 builders in New Orleans or any other city who would
produce exactly the same structure, you would find it would cost each one of them
something different. So we try to get what we estimate would be the cost to the
typical builder, nol to the very most efficient or not the poorest builder, but the
typieal builder. .

That testimony was given 2 years after Congress had amended “the
law to require that estimates be based on the actual costs of “efficient
building operations.” :

54408—54—3
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Scnator Long, * * * 1 have a friend who constructed one of these seetion 608
projects, who told me that he managed to construct his projest for 70 percent of
the estimated cost, * * * .

1 will tell you, to begin with, this particular person who made that statement to
. me, is, in my opinion, one of the most efficient buflders 1 have ever known, The
evidence of that is that he has made more money in the building business than
any voung man I know, and undoubtedly he is extremely efficient.

But do you think that it is possible, even for the most eflicient. type builder, to
actually construct his projeet at 70 percent of the estimated cost?

Mr. Powginl. No; 1 do not think so.

Mr. Rictiarns, I do not think so. .

Mr. Powsnn, I do not see how that is possible, beeause we are right on top of
local construction costs. Weo get. a determination from tho Secretary of Labor
a3 to tho wages that ho must pay for all the mechanies on the job,  1f ho does not
violate the statute, he must pay that wage rate,

We estimate the length of time it takes to construet that jon, and make an
estimate of all the materials that go into it, such as plumbing, heating, plastering,
electrieal work, and all that,  Our figures are on the current market, not on the
national market, what it costs in this particular community, We might be off
2 or 3 porcent. [ do not think it conld be physically possible to be off anything like
80 percent,

" » * " * * *

Senator Long again raised the point of excessive valuations:

Senator Lona, * * * But do you know of any other ways where o man by
rudence or by care or by any other manner of handhing his projeet might come
yelow or might further reduee his cost in building one of these projects?

Mr. Powrnn, I do not see how he could, unless our loeal estimate of the cost
of the production of the structures would he far in excess of what it would aetually
cost him to build.

Senator Brickrr, There have been many instances like that, have there not?

Mr. PowrLn., Not to my knowledge, sir.

Senator Bricker., You do not know of any?

Mr. PowkLn. No, sir,

Finally Senator Long again asked the question:
Senator LoNa. You do not think a man could construet a projeet then, even

if you inctude hisx own profit, for 30 pereent below what the actual estimated cost

of the project was?
* * * * * * *

Mr. Powrnn. Well, Senator, if he did, T would say that our oflice had made a
pretty serious error in estimating the cost of the job, It has never been ealled to
our attention, and [ do not see how you could miss an estimate of cost on an ordi-
nary housing projeet of any 30 pereent.

This record shows many cases in which actual costs were 30 percent
less than the FHA estimates of cost.  That testimony occurred July
29, 1049, Powell, apparently willfully, then deceived this committee,
On July 1, 1949, Lester H. Thompson, FHA Comptroller, sent Powell
a memorandum that the recently filed first annual statement of
Elisabeth Apartments, Inc., disclosed a dividend of $550,000 in the
first year, The memorandum observes that the charter provides that
dividonds “can only be paid out of net earnings” and that “the
maximum amount permitted by the charter was $35,404.24.” 'This
$550,000 dividend was a windfall distribution out of the mortgage
proceeds of a $4,467,100 mortgage.

On July 27, 1949, 2 days before testifying before this committee,
Powell wrote the President of that corporation:

In reviewing the certified public accountant’s-audit report covering the above
corporation for its fiscal vear ended April 30, 1949, we note that dividends in the
amount of $550,005 were paid, whereas the net earnings, after making provision
for required amortization and deposits to_the reserve for replacements of the

corporation, aggregated $35,494.24 only. In our opinion, permissible dividends
should have been limited to the latter amount,
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Subsequently, Powell wrote the corporation approving the dividend
payment. The FHA’s then General Counsel has testified such divi-
dends were unlawful. Every scction 608 corporation was thus
limited as to dividends and cach was mqluircd to file similar annual
statements. These statements, still available in FHA files, consist-
ently disclose the paymont of the dividends. It is not possible that
Powell did not know of the windfall profits when he then testified
before this committee.

‘SecrioN C. Inpusrry REspoNsiBiATY

The organized home building and financing industries must share
with the FITA responsibility for abuses and irvegularitics under the
National Housing Act.  While only a relatively few members of the
industry were involved in the irregularities, the national associntions
consistently acted to proteet this minority, to the detriment of the
honest majority of the industry. The industry consistently mis-
represented to the Congress from 1942 through 1950 the existence of
wrongdoing and, as a consequence, also denied the Congress the benefit
of their expert knowledge. '

The industry associations sought to thwart and to minimize the
cfforts of this committee to investigate housing frauds. Instead of
riving us their wholehearted support in ascertaining the facts, and to
rwlp clean up a bad situation, these associations instead devoted
themselves to justifving the activities of an unscrupulous few,

BUILDING INDUSTRY OPPOSES INVESTIGATION

The National Association of Home Builders has publicly impugned
the motives for this investigation and has even sought to ridicule this
committee.  An April 14, 1954, press release of Richard G. Hughes,
president of the {lomu Builders  Association, contains these rash
statements even before the inquiry had started:

While I realize there may be some publicity value inherent in investigations,
the facts show that the FITA operations currontly under question represent far
less than 10 pereent. of the ageney’s total operations,  Let us not let a very small
tail wag a very big dog, * * *

The White House readily admits that housing is tho main prop of our postwar
economy, Hughes pointed out. 1 hope they won’t forget it * * *

1e charged that the circus atmosphere under which the attacks on FIA opera-
tions were made gives the public a false impression of FHA, and certainly unjustly
puts o black eye on reputable builders everywhere, (ilousiug Act hearings,
April 1954, p. 1464.)

This reference to these hearings as a “circus’” may indicate the view
of the Home Builders Association, but we do not believe that the
American people regard the “performance” as in any way resembling
the frivolity of & circus.

Following the lead of its parent organization and not impressed by
tho previously exposed revelations, Arthur C. Wright, president,
Home Builders Institute of Los Angeles, made the following public
statement coincident with the committee’s hearings in that city last
September:

Arthur C. Wright, president of tho Home Builders Institute, spoke out in praise
of the Federal agency, and the Nation’s home builders to counteract “serious public

misunderstandings’ that might arise from the hearings being condueted here by
a Senate subcommittee, * * *
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He declared that hoth political parties voted for provisions making possible the
so-called windfall profits now under investigation in conneetion with the financing
and construetion of rental properties, homes, and home improvements, * * *

Consequently, he charged, “a stigma has been placed on the home-building
industry and one of the finest units of Federal Government heeause of the sharp
practices of a relatively few rental building contractors,’” * * *

Let us remember that in our dynamie, growing country, there is still a big job
to do and cverybody—the public, the Government, and the home-building in-
dustry—will suffor if unjust persceution is conducted against those who did things
which were sanctioned by law and done under the pressure of the housing shortage
emergeney (Investigation hearings, Septomber 1054, pp. 1697, 1508).

This statement presents the pmvailing views of some builders. who
have testified before this committee.  These builders repeatedly tell
us that its prosperity is so essential to the prosperity of the wholo
country that it must be kept operating full scale at all costs. They
. seem to feel that the Government must subsidize their industry to
whatever extent is necessary to accomplish that objective; although
they would never admit that it was a subsidy.

"Theso builders have told the committee that the country just will
not gét rental housing unless builders are free to make a full fair
construction “profit” out of the project’s mortgage proceeds and still
own the property without any substantial permanent investment.
They warn us that in their optnion unless such profits are available
from the mortgage money rental housing just will not bo built. 'This
means a mortgage in excess of 100 percent of their actual costs. And
their practice in some cases scems to be to take this profit only on a
basis that permits them to avoid paying normal income taxes on what
they call their profit. Builders of this point of view are gencrally
unwilling to invest their own capital, other than to make loans to the
project after repayment is assured by a Government-guaranteed
mortgage. This is a great disappointment to a committee whose
members believe so completely in private enterprise. It is also an
unwarranted indictment of those builders who have operated within
the spirit and letter of the law and who don’t share this view.

The Mortgage Bankers Association’s views closely parallel those
of the Home Builders Association. At the outset of this investigation,
William A. Clarke, president of the Mortgage Bankers Association,
issued a press release which is in part:

* % % The forced resignation of Guy T, O. Hollyday as Commissioner of the
Federal Housing Administration is unwise and unjust, In Mr. Hollyday’s
fg:;gxzagior, the Administration and the entire country have suffered a great
In our opinion, Mr, Hollyday’s resignation has been forced, not because of any
indifference to abuscs of the FHA systom, even though that is the announced
reason. We wonder whether the real motive behind this summary firing is the
fact that Mr, Hol%yday is known to have opposed the administration’s plan to
transfer from the 'HA to the Housing and Home Finance Agency the authority
and the responsibility placed by the Congress with FHA, * * *

Mr. Hollyday’s summary dismissal will be regretted by everyone who knows him,
knows what he stands for, and knows what he has endeavored to accomplish for
the Administration. It is a blow to good government and to the cause of enlisting
intelligent and honest people in the Government * * * (Housing Act hearings,
April 1854, p. 1491),

The mortgage bankers did not wait for the facts and impugned
false motives to the President for discharging Hollyday. Yet subse-
quent disclosures revealed that Hollyday permitted Powell to resign,
and personally sent him a laudatory letter, with knowledge of at least
some of Powell’s inequities.
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In the course of its own investigation FHA sent a questionnaire to
all section 608 sponsors asking for their construction costs, In June
1954 Samuel E. Neel, general counsel, Mortgage Bankers Association
of America, wrote to each member of the association suggesting that
he not answer the questionnaire. The letter is printed in the
hearings at page 3498. )

Although he quotes from the charter of every 608 corporation that—
the corporation shall give specific answers (to FHA) to questions upon which
information is desired from time to time relative to the income, assets, * * * and
any other information with respect to the corporation or its property which may
be requested * * *—

Neel doubted that FHA had the authority to ask for that information.

The letter had its offect on the answers to the FHA questionnaires
to section 608 sponsor corporations. A total of 6,438 questionnaires
weresent out but only 1,261 were returned completed with the required
information.

As in the case of the home builders, the reputable members of the
Mortgage Bankers Association are put in the position of protecting
those olg its members who have been guilty of sharp practices.  Why
should any honest builder be unwilling to tell his Government the
actual cost of his Government-financed project?

CONGRESS WAS MISLED BY THE INDUSTRY

The section 608 multifamily housing program extended over a
period of 8 years during which many public hearings were held beforo
this committee on that act.  These hearings reveal that Government,
and housing industry witnesses were unahimous in their praise of
this program and concealed from the committee abuses in this program.
When witnesses were questioned as to the possibility of unwarranted
profits, they promptly assured the committeo that there could be no
wrongdoing or irregularities in the section 608 wogram.  Unfortun-
ately, the committee and the Congress relied on the integrity, honesty,
and judgment of these responsible representatives of the home
building and financing industries who testified before this committee,

Rodney M. Lockwood, president of the National Association of
Home Builders, testified before the committeo on January 17, 1950,
Even in 1950, when the knowledge of windfall profits appears to have
been widely known in the industry, Lockwood denied that FHA
mortgages ever exceed 100 pereent of cost. IHis testimony is in part:

Senator SPARKMAN. * * * Weihave had fine cooperation under seetion 608,
Yet, isn't it true that under seetion 608, many times the amount of money that
the Federal Government guaranteed, or insured, or stood for, I den’t care what
torm you apply, represented more than a hundred pereent ?

Mr, Lockwoop. T don't know of a single case of that being true. I think that
is one of the most widely circulated bits of misinformation that 1 have heard
talked about in housing for a good many years, The impression seems to be that
the builder gets in the form of a loan under seetion 608 more than the total cost
of the ijocl. Believe me, in those that T have participated in that has not been
true. quo not act uully seen or ‘llnonr«l of nn_v.in which tluzl was true. .

Senator SearkMAN. T don’t have it before me, but we had numerous specifie
cases called to our attention, and I believe I am safe in saying this: That some
members of our committee have told us that they had been told by the builders
themselves that they had gotten more than 100 percent. If T remember cor-
rectly, I won’t say it positively, but as I remember it Senator Long said he knew
of a case where a builder friend of his had gotten 120 percent.
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In all fairness, let me say that I am not condemning the builders,

Mr. Lockwoob. If I may he facetious, I would like to say that that statement
of 120 percent sounds like barroom talk. T can’t believe that the FHA would be
that lax in its administration. (Hearing on 8. 2246, January, 17, 1950, p. 206.)

This investigation has revealed many cases where the mortgage
proceeds have exceeded 120 percent of the costs. In fact, there are
cases where the mortgage proceeds were 130 percent and 140 percent
of the actual costs. 'l‘%le existence of windfall profits was not just
“barroom talk” as this housing expert led the committee to beliove.
The National Association of Home Builders is still maintaining an
ostrichlike attitude.

At the same hearings William A. Clarke, who is now president of
the Mortgage Bankers Association, testified before this committee
that—

T have had a lot of experience with section 608. I have scen none in our area
that in my opinion were in excess of the cost. You hear rumors of those things
going on and I presume it has gone on in some spots, hut it is like, I presume, any
other kind of lending agency does, there are mistakes made that are perfectly
sound and honest mistakes, As far as I personally am concerned, we have had
our hands in a great many section 608’s, and I have never scen any portion of
them that I thought was out of the way. 1 have never seen anybody making any
killings under section 608. * * * (Hearing on 8, 2246, Jan, 18, 1950, p. 290.)

If Mr, Clarke had had a lot of experience in section 608 projects
and had “never seen anybody make a killing under section 608, it
would appear cither that he had not Jooked very far or had closed his
eyes.  Mr, Clarke also is apparently still unconcerned about the
widespread abuses under section 608.

CoMMENT BY SENATORS FULBRIGHT, ROBERTSON, SPARKMAN, FREAR,
Dovucras, AND LEHMAN

While the committee has adopted many of the changes we have
suggested in this part of the report, we feel that it still does not make it
sufficiently clear that only a relatively few in the industry and in the
FHA were guilty of malfeasance, obstruction, or deliberate mis-
representation,

As to the individual industry spokesman, based u&)on the record,
we believe it would be more appropriate to limit the language of the
report to questions relating to their judgment and awareness, rather
than to raise implications with respect to their honesty and integrity.



PART 1V. THE FRAUDS AND FHA MALADMINISTRATION

Other sections of this reﬁort deal with specific cases in which FHA
improperly administered the Housing Act. Here we point out some
of the general abuses of the housing program found by our investi-
gation to have existed.

SecrioNn A. ArrLicaTioNs For FHA CoMMITMENT

The point of beginning for any section 08 commitment was the
Application for Mortgage Insurance. We have already discussed
the extent to which FHA permitted builders to include untruthful
statements in these applications, We now show the extent to which
the FHA frauds could not have occurred had honest answers been
required to the questions in those applications. The extent to which
many builders made no effort to make honest estimates in_their
apf)hoations is shown in the testimony of Herbert DuBois, a Phila-
delphia lawyer turned builder, who testified that—

The only thing I can say is this: That the standard procedure in our area,
where we were building, the standard procedure with the FHA office was that
the builders—and I think practically all of them—I can’t make that statement
under oath that all of them did—but to the hest of my knowledge practically
all of them filed their application for the maximum amount of mortgage that was

ermissible under the act. The reason we did that was hecause we wouldn’t

ave any actually specific way of knowing what to file for and, furthermore, we
were told by the FHA office to file for the maximum and then they would issue
their commitment for whatever their cost figures showed, and their axg)misal
figures showed we were entitled to (investigation hearings, .}uly 1954, p. 955).

When asked, “Are you saying, Mr. DuBois, that your application
to FHA was not even inten&ed to reflect your own cstimate of cost,
but was intended merely to be the maximum permitted by statute?”
he replied ““that is absolutely correct.”

Many builders testified that they did not even read the applica-
tions, prepared for them by others, before they were filed.

Joseph J. Brunetti, sponsor of a section 608 project in New Jersey
with a $1.2 million windfall, testified that mortgage brokers filled out
his applications without consulting him and used their own estimates.
When asked if he had ever signed applications in blank, he replied:

I think that if you say that I signed them in blank, it could have been simul-
taneously, where they were partially filled, and I took it for granted that they
were acquainted with the regulations and I signed them and (%idn't. notice them
if they were blank or filled out sometimes (investigation hearings September
1954 p. 3039).

Sidney Sarner, sponsor of another New Jersey project with a $2.5
million windfall replied, “No, sir,”” when he was asked if he had filed
an application for a loan. Then he continued:

I filed it. through a mortgage company, not direct. Here is my understanding
of it. I don’t know whether you have the same understanding. Certain ap-
proved mortgage companies which the FHA recognizes—these companies go out

and solicit business and say, “Look, we are connected with a real estate company”
or whatever it is. “We will get you a loan.” You are a builder and they come
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and look for business. ‘““We can i;et you a loan for so much if you will build such
a type of project” (investigation hearings, July 1954, p. 444).

The quoted testimony of Sarner was taken in executive session and
made public by direction of this committee after Sarner had availed
himself of the privilege against self-incrimination when called to tes-
tify at a public hearing. Sarner’s testimony would indicate an objec-
tive of obtaining a mortgage for as large an amount as possible and
building the structure for as small an amount as possibf)e ; with but
little, if any, relationship between the two. Greater integrity would
have accompanied the housing program had builders seeking mort-
gage commitments been compelled to give their own best estimate of
their anticipated costs.

The application was a detailed 4-page, legal-size paper, docu-
ment. On the theory now advanced by FHA it should have been
sufficient for the builder merely to have written a letter to FHA ad-
vising it of the amount of the mortgage he desired,

In the Parkchester case, involving a windfall of about $2.56 million
and which is now in process of foreclosure, the application for mortgage
insurance was filed 2 days after the purchase of the land on which :ﬁe
%roject was built. The land was located on the outskirts of New

rleans and did not have any peculiar characteristics. The seller was
himself an astute lawyer turneg builder who had successfully sponsored
other section 608 projects. The purchase price, in that arm’s length
transaction, was $232,759 and would seem to bo the best estimate
of the market value of the property. Yet the application to FHA,
filed only 2 days after the purchase of the property, estimated its
value at $1,123,000. .

The Cafritz application on Parklands Manor valued land at $20,000
an acre which had been purchased for $690 an acre. That valuation
was more than six times the valuation placed upon the land a few
years earlier by the Internal Revenue Service in connection with a gift
of the property by Cafritz. And at the time of the gift Cafritz had
stated m his gift-tax return that its value was still only $690 an acre.

Pursuant to the statutory requirement that sponsors show equity
equal to 10 percent of the estimated cost, the application had to show
the character and extent of the equity to be furnished. In the Shirley-
Duke case, which is an example of almost everything done wrong in
the scction 608 program, the land was shown as a part of the equity
to be advanced by the sponsors. The application estimated the value
of the land at $508,220 and stated that equity in that amount was
thereby being-contributed by the proposed stockholders. Testimony
before this committee shows, however, that at the time that applica-
tion was filed the sponsors had merely an option to purchase the land
for $178,000. Furthermore, a contract between the sponsors and
Investors Diversified Services provided that IDS would finance the
.acquisition of the land for which it would be reimbursed out of the
proceeds of the mortgage. Not only was the land paid for out of the
mortgage proceeds, but the agreement with IDS to do so was made
before the application was filed. The application estimated the value
of the land at three times the market price fixed by the sale and was
wholly false to the extent that it indicated that any part of the land
was being supplied as equit{. :

The testimony is further that FHA advised these sponsors that their
applications did not show sufficient equity contributions. They
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therefore amended the applications to include N. J. Sonnenblick as a
sponsor and stated that he would contribute several hundred thousand
dollars as equity. Sonnenblick testified that this was all without his
knowledge or approval.

The estimated cost of the Shirley-Duke project was $15.3 million,
This should have required equity of $1.5 million, Yet the only
equity ever advanced by the sponsors was $6,000 (and they immedi-
ately put themselves on the payroll at $60,000 a year.)

It is not conceivable that any intelligent FHA employee could or
would have issued the Shirley-Duke commitment if the FHA files
had contained an application stating the true facts with respect to
the proposed financing of that project. Yet FHA has taken the
position that the statements in the application were of no concern
to it. Ironically these sponsors estimated the cost at a little over
$15 million and FHA made substantially the same cstimate. The
actual cost, including interest on all construction funds advanced,
but not including the profits or fees paid to IDS, was a little over
$10 million,

Although FHA says that it ignored the figures in the applications,
these builders and FHA were cach off more than 30 percent in this
estimate,

The application for Essex House in Indianapolis, by the Warner-
Kanter Co., similarly misstated known facts with respect to the land.
Correspondence produced at the hearing shows that from its incep-
tion those sponsors planned to have outside builders advance the
money for the purchase of the land and receive preferred stock for
that advance which would be redeemed out of the proceeds of the
mortgage. The land was in fact paid for by issuance of preferred
stock which was redeemed out of mortgage proceeds, vet the applica-
tion showed it as an equity contribution. That application also
estimated architect’s fees very substantially higher than those pro-
vided for in an agreement with the architect made before the applica-
tion was filed. These statements in the application cannot be said
to have been made in good faith when the application was filed. In
the final agreement FI%A officials were apprised of the facts but did
not raise any objection and issued the commitment.

These sponsors were also the subject of correspondence between the
Attorney General and Bovard (FHA General Counsel) with respect
to a contract between the sponsors and the builders not disclosed to
FHA, which was substituted for the contract between them filed
with FHA for the construction of a section 608 project in St. Louis.
The undisclosed contract was for $100,000 less than the disclosed
contract. As previously noted, Bovard advised the Attorney Gen-
eral that criminal action could not be taken,

We are not unmindful of the fact that honest opinions may differ
as to the estimated, or the fair market, value of real estate. But it
is difficult to understand a valuation 3, 4, and even 5 times or more
the purchase price in a recent arms-length transaction between
competent businessmen. While FHA valuations were never exactly
the same as the builder’s estimates, by coincidence they were generally
quite close to the estimate of the builder even when that estimate was
several times the purchase price. ‘ il

The misstatement of architects’ fees in FHA applications has been
widely known for some time. FHA made it known that it would
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allow a 5 percent architect’s fee in every case no matter what the
architect’s fee was in fact. Five percent is a normal architect’s fee
for a normal building. But many FHA projects were of the “garden”
type, consisting of a great number of smaller buildings. The Shirley-

uke project meludes 200 buildings averaging 11 apartments each.
This is similar to the situation in most of the large section 608 projects.
The drawings and plans for one building substantially accomplished
the drawing of the plans and specifications for all of the buildings in
the project. In these circumstances it is understandable that
architeets would undertake such projects for fees of 1 percent and
even one-half of 1 percent. The hearings disclose many cases in which
the builder estimated architeets’ fees at 5 pereent although he had
previously made a firm contract with an architect at a very sub-
stantially lower sum,

These are the principal respecets in which builders gave inaccurate
or untruthful statements in their FHA applications. On a less frequent
basis there are a long list of other misrepresentations made to FHA
all primarily to meet the statutory requirement that a sponsor furnish
10 pereent equity either in property, cash, or services. We think the
materiality of the statements contained in these applications is shown
by the mere fact that cach applicant was careful to make certain that
his application met the statutory test for equity capital.

StcerioN B. Apprarsats By FHA

Liberality, and perhaps laxity, in FHA appraisals is the other side
of the coin to misstatements in the sponsors’ applications. We can
understand how a sponsor might estimate the value of land at several
times the price at which he recently purchased that land from a sane
and intelligent seller (when no penalty was imposed for doing so),
but it is not as easy to understand the FHA appraiser intelligently
reaching approximately the same excessive estimate.

Powell testified before this committee in 1949, accompanied by
Bovard and Richards, that it was impossible for FHA cost estimates
to be as much as 30 percent off. Nevertheless many of them were
off by that much and more. Curt C. Mack, Assistant FHA Com-
missioner in charge of Underwriting from 1943 through 1954, testified
at our public hearings. When he was asked if they ever checked the
actual costs of these projects to determine the accuracy of their esti-
mates he replied:

We tried to. The insuring offices, each director was a member of the chartered
corporation. In fact, he was a dircetor, and those reports were sent. not only to
Washington—TI believe they went to the Rental Housing Division—they did not
go to the underwriters—but they were placed also in the hands of the director
of the insuring office which had jurisdiction over the area in which the property

was situated.  We used those reports largely for purposes of checking operating
expenses and the accuracy of them (investigation hearings, October 1954, p. 3487).

Following that response the following questions were asked Mack,
to which he gave these answers:

Question. How did you miss so many times?

Answer. I can’t answer that.

Question. Were you aware at the time that you were missing?

Answer. No.

Question. You say you weren't aware?

Answer. Not in all of these cases. These so-called windfalls were a shock to
me,
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Question. You say you were shocked at the disclosures?
Answer. At the extent of the alleged windfalls,

The evidence received during this investigation warrants the con-
clusion that in its cagerness to satisfy builders who were interested in
sponsoring multiunit housing projects, FHA frequently estimated
costs at whatever it thought was necessary to satisfy the demands
of those builders.

It does not seem possible that FHA cost estimators could, had
they conscientiously discharged their responsibilities, been off 30
to 40 percent in so many cases, as has been disclosed by our inves-
tigation, It is natural to assume that in the normal course FHA
estimates might be high in some cases and low in other cases. But we
find builders who sponsored 10, and even up to 25, projects whose esti-
mates were always on the high side, and whose estimates averaged as
high as 20 percent above actual costs. This is inconsistent with the
. premise that in the normal process of estimating that the estimator
would be a “little’” high in some cases and a “little’” low in others.

Secrion C. FHA Sanes axp PromorioNn

The Federal Housing Administration apparently considered itself
obligated to “sell” the section 608 program. The committee has
heard testimony from builders that meetings were called by FHA
officials to persuade builders of the great benefits of the section 608
program. Builders were encouraged to inflate their estimates of costs.
FHA made it known that an architect’s fee of 5 percent would be al-
lowed regardless of what was in fact the architect’s fee. Builders were
were told that these projeets could be constructed with little or none
of their own money.

A Los Angeles builder, Arthur B. Weber, told the committce that
he was invited to an FHA mecting at which the section 608 program
was explained and that he was told that he “should wind up the project
without having any investment in it.”” The extent to which the pro-
gram was “sold’’ is shown by its success in the New Orleans area where
there was a greater amount of defaulted projects than in any other
arca in the country. L. J. Dumestre, FHA Louisiana State director
from July 1, 1947, to July 30, 1954, gave this explanation of the sales
program:

First, multifamily housing, as such, is not common to the arca. Up until the
advent of the section 608 program 1 would =ay we had practically no apartment
houses in New Orleans that were larger than 20 or 25 units.  We were urged, and
instructed by the \\'ashinsgt,on’ofﬁcc, to sell the section 608 program to builders,
to provide badly needed housing. New Orleans and Louisiana, along with the
balance of the country, was critically short of rental and sales-type properties.
We got out and we did a good selling job. We did too good a selling job because
probably we built a little too much., About. 3,800 units of rental housing came
on the market. in New Orleans within a period, I would say, from 18 months to

2 years, and it was just a little more than we could absorb at one time * * *
(investigation hearings, September 1954, p. 2016).

Under date of January 8, 1947, Franklin D. Richards, then Assistant
FHA Commissioner, sent a memorandum to the directors of all local
field offices urging a planned pattern for selling the section 608 pro-
gram. Prepared speeches were sent to the directors and a detailed
program was included. The field directors were told when and how
to call the conferences. They were told who to have speak, what
each should say, and how long each speech should take. A detailed
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follow-up program was given the field offices. This brochure is similar
to those frequently sent out in connection with high-powered public-
relations programs. The document is included in the printed hearings
of the investigation (p. 3681). . o

An address by Ward E. Cox, former FHA Assistant Commissioner,
beforoe the West Coast Builders Association in December 1952, further
illustrates the extont of this sales program. Cox there told the build-
ers some of the many ways in which they could make money on
cooperative housing projects with “no risk capital or permanent capital
investment”’ and with a return of all funds that might be required to
be advanced to the project “before one spade of earth is turned.”
Cox’s speech was in part:

Upon reeeipt of the Projeet Analysis Form and the project mortgage amount
* %k the sponsor-builder, of course, sharpens up his pencil and compares his
- own estimates of costs with FITA’s estimate of replacement costs and asks him-
self, What's in it for me? Tn the first place, he may own or acquire the land and
sell it at & profit to the cooperative or, in the management-type projeets, find it
advantageous to lease the land for 99 years at & maximum return of 4 pereent of
FHA's estimate of fair market value. He can obtain a contract to construet
on-xite im})rovommm to the land and make a profit and where the land is pur-
chased in fee simple by the corporation he may also contraet for offsite improves
ments,  He has no risk eapital or permanent. eapital investment in the project.
All equity capital is subseribed by the cooperative members.  Any front. money
advanced by him for organization, legal, architectural and other expenses and
costs is returned to him or adjusted at initial closing of the loan, if he decides to
Procoed with the projeet, and before one spade of earth ix turned in construetion,
3ecause all occupants of a cuu|porm‘i\'o project sign up and make required equity
payments hefore construetion beging, the builder ix not obligated to speculate on
sales or oceupancy. I the project is a management-type cooperative and the
builder is qualified, he may obtain a contract to mannge the projeet following
completion,

One apparent result of the overzealous FHA sales program was
undue liberality in making estimates and contracts with builders. 1f
the section 608 program would not have worked out satisfactorily
under the formulas and provisions established by the Congress, 1t
was the responsibility of FHA to have so advised the Congress.  But
it was not the function of FHA to revise the statutory limitations
according to its own conception of what was required to make the
program work according to its measure of success.

Segrion D. Lrasenond MoRTGAGES

FHA permitted builders to obtain FHA insured mortgages on lease-
hold estates under circumstances that made doing so very profitable
for builders. This practice was used extensively in New York and
to some extent other areas, including Washington, D. C.  An oflicial
of the Chicago FHA office, E. Herbert Bonthron, testified that the
only two leaschold mortgages on residential property in Chicago
were on FHA section 608 projects.

These ground leases were generally for 99 years at a rental based
on 4 percent of FHA’s valuation of the property. The building con-
structed on the property, with an FHA guarantoed mortgago, is
necessarily security for the ground rent. A default in the ground rent
would require the Government cither to cure the default or to pur-
chase the land to protect its guaranty of the mortgage on the building.
Its failure to do so would permit the owner of the land, usually the
section 608 sponsor, to acquire the building free and clear of its
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mortgage. To thus protect itself, 'HA took an option to purchase
the land at the appraised value—frequently several times the cost
of the property. These cases put FHR in the position of having the
equity owner of the building occupy a security position in the project
that came ahead of the FHA insured mortgage.

Because of the Government's financial interest in making certain
that there was no default in the ground rent, a mortgage on the
land was, in fact, better secured than the FHA-insured mortgage on
the building.  Accordingly, insurance companies and banks wero
willing to make conventional mortgages at 80 pereent, and oven 90
percent, of the FHA appraised value of land thus leased to a seetion
608 project. These loans were generally mado for long periods of
years without any personal responsibility of the borrower to repay
tho loan. These leascholds were so profitable beeause of FHA gen-
erosity in making those appraisals, {t appraised land at as much as §
and 6 times the promoter’s cost. In ono case, Beach Haven, land
costing less than $200,000 was appraised at $1,500,000. 1n the Glen
Ouaks Village case tho sponsors were able to obtain a mortgage on the
land for almost $1.5 million more than they had paid for the land.
In the Rockaway Crest project the owner obtained a mortgage on
tho land for $1 million more than he had paid for the land. These
lucrative mortgages were possible only because they were secured
by leaschold agreements which the Government could not permit to
default. No Federal income taxes were paid on those mortgage
proceeds on the theory that they were merely loans and not income
even though there was no personal obligation to repay the mortgago.

The Woodner project in Washington was built on a leaschold.
Woodner has claimed that his building costs were in excess of his
FHA mortgage proceeds; but his mortgage on the land was substan-
tially in excess of his cost of the land.

The theoretical justification for permitting leaschold mortgages to
be insured by FHA was that it veduced the capital required of a section
608 corporation. In arcas where building costs are high, such as
New York City, it was urged that the $8,100 per unit mortgago ceiling
would not permit the construction of rental housing if it were necessary
for the sponsor-mortgagor corporation to acquire the land. But this
claimed justification for leaschold mortgages does not excuse tho
inflated valuations that permitted builders to make large profits from
mortgages on the land. This practice was particularly unfair in
cooperative housing projects, under section 213, in which the co-
operators did not know that the property they were purchasing
included only the building and not the land on which it was built.
This is another example of the way FHA interpreted the law to give
the maximum benefit to the builders,

StcrioN E. Coorerarivie Proaram

Section 213 of the Housing Act provides for FHA insured mort-
gages on cooperative housing projects sponsored by “nonprofit” cor-
porations or trusts. The committee’s investigation of the housing
program discloses virtually no instance in which a true cooperative
utilized this scction of the act. In almost every caso the project-was
built by a promoter for profit utilizing this provision of the statute,
with its maximum 95 percent of estimated cost mortgages, becauso
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of its more profitable provisions, This is particularly true of the
single family sales houses, built under the cooperative housing section
of the act, under which promoters not only obtained 95 percent
mortgages but also had their construction advances insured by FHA
(as distinguished from the conventional sale house program under sec.
203 in which FHA did not insure construction advances,)

The greatest number of “cooperative” multifamily projects con-
structed under this “nonprofit” section were in the New York area.
The plan generally used was for the promoter to acquire land on which
the project was to be built and lease that land to the cooperative
project for a long term of years., The cooperative apartment owners
were generally not aware of the fact that even after paying off the
mortgage they would still not own the land.  They never will own the
land and are required forever to pay the ground rent or lose their
building.

As shown in the preceding section these leascholds were most
profitable for the promoter.

The plan also generally called for the promoter to create and control
the nonprofit cooperative corporation. That corporation was usually
organized by nominees of the promoter. ~They in turn would entor
into a contract with the promoter’s construction company for the
construction of the project. The same persons sat on both sides of
tho table in determining the terms and provisions of that construc-
tion contract, including the amount that the cooperative corporation
must pay the construction company. More important, the contract
generally provided that the final payment was to be made to the
construction company when the project was approved by the cooper-
ative corporation. The promoters were (-am'}:ll to retain control of
the cooperative corporation until after they had approved their own
work. Then they would permit the cooperators to elect their own
board of directors.

A most unusual use of the nonprofit cooperative seetion of the act
for single family sales houses was employed in the Los Angeles area
by Ben Weingart and Louis Boyer in projects involving $62 million
of FHA-insured mortgages. Weingart and Boyer promoted Carson
Park Mutual Homes and Lakewood Park Mutual Homes as coopera-
tive housing projects. Weingart made arrangements with Investors
Diversified Services for the interim financing and thus avoided the
necessity for the individuals to advance money to start the project.
In return, Investors Diversified Services roceived roughly half the
profits. Nominces of Weingart and Boyer were the incorporators
of the so-called nonprofit corporations. Thousands of homes were
built and the profits divided between the Weingart and Boyer group
and Investors Diversified Services. In the Carson Park project,
involving $32.1 million in 'HA mortgages, the Weingart and Boyer
group invested $65,000 and received profits of $1,417,321, including
a profit of $118,485 on their sale of the land to the sponsoring cor-
poration. For arranging the financing, Investors Diversified Services
received profits of $1,056,981 in addition to normal interest on all
of the funds it had advanced.

In the Lakewood Park {)rojc(-t, involving $30.2 million of FHA
mortgages, the Weingart-Boyer group and Investors Diversified
Services conducted a similarly profitable operation.

The Weingart-Boyer group received commitments from the Long
Beach (adjacent to Los Angeles) FHA office for 6,663 units to be
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constructed under section 213. The only other section 213 commit-
ment ever issued by that office was a project of 50 units.

The committee heard testimony that the seetion 213 program was
used in Arizona to scll houses without any downpayment on a “for
profit” sales program. Hyman Rubenstein testified that a construc-
tion company he owned built single family houses which it sold to a
nonprofit corporation he controlled for the amount of the FHA
mortgage. That mortgage was 95 percent of FHA’s estimate of the
cost. '%ho. nonprofit corporation then sold the houses without any
downpayment. Rubenstein testified that these houses were thus sold -
for approximately $8,000 with a profit to him of $1,000 on each house.
If FI1A’s estimates were in line with Rubenstein’s actual costs, FITA
was allowing him a 17-percent profit in a ln'ogrnm in which FHA
insured construction advances and virtually insured the builder
against loss,

Srecriox F. Tue $5 Miuuion CEILING

In passing the National Housing Act the Congress included in sec-
tion 608 a number of limitations on the mortgage insuring authority
of FITA. One of these limitations, prior to 1948, was that mortgages
could not exceed $1,800 per room. In 1948 this limitation was
changed to $8,100 a rental unit. The Congress did not intend to
raise the ceiling from $1,800 per room to $8,100 per room; it had in
mind continued construction on something near the average number
of rooms per rental unit that had previously prevailed.

FHA and the builders, however, seem to have continuously searched
for means to stretch, evade, and get around the congressional restric-
tions imposed upon them. They did so with respect to this ceiling
limitation by projects in which 80 percent, and even 90 percent, of
the rental units were one-room efliciencies. In these projects the
mortgage averaged close to $8,000 per room.

Another congressional limitation was that a mortgage could not
exceed $6 million. One of the purposes for this limitation was to
spread the benefits of the act among the greatest number of people.
To the extent that FHA-insured mortgages aggregated as much as
$25 million, and even more, on one project this was accomplished by
separate mortgages of separate mortgagor corporations on different
buildings in the project. But having separate mortgages on separate
buildings in the same project was wholly in technical compliance with
the statute. However, in the cases in which FHA insured more than
one mortgage, in amounts aggregating more than $5 million, on what
was basically one building, it was deviating from the statutory pur-
pose expressed by the Congress.

The Claiborne Towers project on Claiborne Avenue in New Orleans,
and the Woodner project on 16th Street in Washington, D. C. in-
volved mortgages of more than $5 million. Most of the units in
these 2 projects weore 1-room efficiencies which may be classified as
luxury apartments and not the middle income type of rental housing
the act sought to encourage.

The Claiborne project in New Orleans was built by Shelby Con-
struction Co., whose activities are frequently discussed in_other
sections of this report. 'The FHA Now Orleans office refused to
approve the project. Approval came from Washington in a memo-
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randvm from Powell to Curt C. Mack, Chief Underwriter, advising
that Powell’s office had approved revised plans. Eighty-six percent of
the units in this project are 1-room cfficiencies. The project is on the
north side of Claiborne Avenue and extends for a full block from
Canal Street to the west. A mortgage of $4.6 million is on the east.
half of the building and a mortgage of $4.6 million is on the west half
of the building. The lobby entrance is in the center of the building.
There are 6 clevators of which 3 are on either side of the centerline of
the building. ‘There are 2 heating units in the building which could
be so utilized that each would heat half of the building. The plans
wore drawn so that a wall could be built through the center of the
building to separate the east half from the west half and leave each as o
complete building. However, the outer brick wall is only 1 building
enclosing what the mortgagors pretend 18 2 buildings.  The bricks
are Inid overlapping each other and in order to separate the theoreti-
cally two buildings by so much as one-sixteenth of an inch it would be
necessary to cut every other brick in half.  The main entrance, a large
modernistic entrance, straddles the theoretical dividing line for the
two projects. =

The Woodner project in Washington, D. C. is covered by a mortgage
of $5 million on one-half of the project, and a mortgago of $4.9 million
on the other half of the project. In this case the buildings are actually
soparated by a distance of 1 inch with a caulking compound packed
into the separation. As in the case of the Claiborne Towners project,
the interior halls in the Woodner project extend from building to
building wholly as though it were one property. Common switch-
boards serve both sections. There are separate elevators and separate
boilers which could be used to operate separately each of the sections
if it was desired to do so. But Woodner testified that it would not be
economical for different owners to operate each section, - -+ -

It would never occur to even a trained inspector that either of these
projects was composed of two separate buildings unless he weore ad-
l\:ised of that fact and examined the plans for the theorotical dividing
ine.

-’ .

SecrioN G. Horkns UnNper Skcrion 608

The rental housing program, to provide living units for returning
veterans, was recognized by F HA ns not including financial assistance
in the construction of hotels. Yet in many instances it was not diffi-
cult to induce FHA to permit all or a substantial part of a project
to be turned into a hotel. The Warner-Kanter Co. built Essex House
in Birmingham, which after completion was converted into what
amounts to a hotel.  Later Warner-Kanter obtained FHA approval to
construct an Essex House in Indianapolis; 93 percent of the 390 units
in that project consist of | room. Shortly after completion of the build-
ing thesponsors told FHA that their ilmbifity to rent that project made it
necessary that they furnish some of the apartments and later to provide
maid service. FITA approved furnishing 150 of these units and pro-
viding maid service, 'llhm‘e' are many similar projects throughout the
United States.

The Woodner project in Washington is perhaps the most glaring
example of the use of section 608 for a hotel property. The recorc
supports the conclusion that its sponsors intended to operate the
property as a hotel from the inception of the project.
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The plans called for stores, shops, and restaurants on the ground
floor although the District of Columbia zoning ordinances prohibit
such commercial use of property in that area except in hotels, The
record contains a letter dated December 20, 1949, from A, A, Bliss
of the legal division of 1rving Trust Co., New York, the mortgagee,
to the Woodner Co., written less than 2 months after the FHA
commitment was issued and prior to the construction of the project,
that is in part:

As I understand it, you will apply for a hotel permit when the project is ready

for occupaney, and the commercinl space will not be utilized unless the hotel
permit s issued,

When the project was completed the District of Columbin refused
to grant an occupancy permit unless 40 percent of the rooms wero
converted to a hotel.  Woodner asked the local FHA office in Wash-
ington for permission to do so, pointing out that he had invested
$700,000 in the construction and furnishing of commercial facilitics
which could only be utilized, under the local zoning ordinance, in
a hotel, The District FHA director for Wasbington refused to
grant this permission and in June 1052 the matter was taken for
roview before the national FHA office.  Franklin D. Richards was
then FHA Commissioner and the matter was brought to his attention
in June, although no decision was then reached.  Richards resigned
as FHA Commissioner effective June 30.  On July 22, he was retained
by Woodner in connection with this request to operate the project
as o hotel. Richards was to be paid a retainer of $5,000 and an
additional $5,000 if they were successful in obtaining hotel approval.
Powell reversed the local office and granted Woodner permission to
convert. 238 units into a hotel,

The incidents of using section 608 properties for hotel purposes
exceeding the statutory $5 million ceiling, and permitting a substantial
majority of the units in a projeet to be 1-room efficiencies are not in
themselves of any great importance except that they further illustrate
the extent to which FHA sought to extend, cireumvent, and evade the
congressional purposes of the National Housing Act. On the con-
trary, it slmul(]l have been FHA’s purpose to use every effort to carry
out the intended will of the Congress.

SkecrioNn H. Disrecarp or Waar-Rare ReqQuirkMeNTs

In 1939 Congress adopted an amendment to the National Housing
Act to insure that builders who obtained the benefits of that program
would pay the prevailing local minimum wages, as certified by the
Secretary of Labor. Section 212 of the act expressly provides that
the FHA Commissioner shall not approve any application for mort-
gagoe insurance under that act unless the contractor files a certificate
that the laborers employed in the construction have been paid not less
than the prevailing loeal wage rates, as determined by the Secretary
of Labor prior to the beginning of construction. The act also au-
thorized the Commissioner to make such rules as may be necessary to
carry out the provisions of this section.

FHA construed the act as requiring merely that the contractor fur-
nish it with a certificate of the payment of prevailing wage rates. 1t
considered the filing of such a certificate conclusive, refused to be con-

O4408—~b4—4
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cerned with charges of substandard wage payments, and would not
look bevond an appropriately executed certificate. The Department
of Labor investigated thousands of cases of alleged violations of this

rovision of the Housing Act. 1t referred many such cases to FITA.

rior to 1950 FHA refused to take any action in these matters, Be-
ginning in 1950 it did carry on some investigative work on projects
referred to it by the Department of Labor. In the period 1939
through 1952 only two such cases were referred by FITA to the De-
partment of Justice. The testimony of Deputy Housing and Home
Finance Agency Administrator McKenna is that a spot check of
FHA files disclosed 95 projects in which construetion workers were
underpaid $1,023,000. A common practice of contractors was said
by him to be to classify skilled workmen as apprentices and to pay
them at the lower wage rates.

One project, McKenna testified, 80 carpenters, whose experience
averaged 8 to 10 years were classified on the payroll as apprentices
and paid from $0.75 to $1.37 an hour while the wage rate for car-
penters was $1.65 an hour. On another project of the same con-
tractor 83 experienced earpenters were found on the payroll as ap-
prentices. The divergence in wage payments was simi‘m' to those in
the first project. On a third project of that contractor 152 experi-
enced carpenters were designated as laborers and paid $0.75 to $1.25
an hour while the prevailing carpenter’s rate in that aven was $1.37%
an hour.

The testimony shows that in 1 case in which there were wage
violations amounting to $25,947 the FHA mortgage commitment was
mereased $29,100. In another case in which there were wage viola-
tions of $8,267 the commitment was increased $8,200. This pater-
nalism toward builders subjected the workers on the projects to severe
monetary penalties.

FHA had no procedure for barring contractors found guilty of wage
violations in one project from participating in other projects, or even
for subjecting their subsequent projects to special scrutiny.



PART V. ECONOMIC IMPACT ON TENANTS

The excessive and unreasonable “windfall profits” achieved by
builders under the section 608 program is necessarily either at the ex-
pense of the tenants renting apartments in such projects or at the ex-
pense of FHA (and the Government as guarantor of the obligations of
FHA). To date the Government has sustained no actual loss on
these properties.  The losses acerued on properties that have de-
faulted and have been acquired by the FP}A 1ave been, or will be,
met by reserves of $105.2 million which FHA has set aside from
insurance premium receipts. Tenants, however, have been required
to pay large sums in extra rent to “bail out’” properties encumbered
by mortgages substantially in excess of actual costs.

For every hundred million dollars that FHA-insured mortgages ex-
ceed 90 percent of what would have been the estimated costs had
FHA estimates been based on “the actual costs of efficient building
operations,” tenants may be required to pay $6.5 million in excessive
rents each vear during the 30 years of the mortgage. Only competi-
tive conditions in the rental housing ficld making available alternate
accommodations at lower rents will relieve those tenants of this
obligation,

The charter of each section 608 corporation permits FHA to
approve maximum rentals. FHA rentals were determined, in advance
of construction, by the FHA “project analysis’” which was the basis
of the FHA commitment to insure the mortgage. These rentals were
based upon the lower of: (@) What was then the market rental bein
paid for comparable accommodations; or (b) rentals which waoulc
provide a return of all operating expenses (including interest and
amortization) and a 6} percent net return on the estimaled cost of construc-
tion, after an allowance of 7 percent for vacancies and for other loss
of rental income. In actual practice the vardstick for measurmg such
rents was the 6% percent net roturn on the estimated cost of the
property. It was actually in excess of 6% percent of the estimated
cost due to the 7 pereent vacancy allowance and the fact that most
section 608 projects had almost no actual vacancies.

When the actual costs were substantially less than FHA’s estimate
of costs, the rents were nevertheless based on a 6% percent net return
on the original FHA cstimate. And the rents were not based on the
amount of the mortgage (90 percent of the estimated costs), but on
the full amount of the FHA estimate of costs.  Furthermore, if operat-
ing expenses, taxes, or other recurring items of expense were increased
to a level beyond those used in the original FHA cstimate, the sponsor
could file an application for an increase in rents, which was generally
allowed and the rents charged to tenants were further inflated, even
though there had already been an excessive rent initially established.

The Shirley-Duke project was estimated to cost $15.3 million. The
actual cost of the project was $10.8 million, excluding the $900,000
promoters’ fee paid Investors Diversified Services, or $11.7 million if
that fee is included as item of cost. The rental schedule, approved
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prior to the construction of the project, permitted the sponsors to
charge tenants $250,000 to $325,000 a year in excess of what would
have been the rents had the actual, instead of estimated, costs been
used. This is in excess of $115 per apartment per year in additional
rent. Nevertheless, not long after completion of the project, FHA
approved a rent increase, based on increased operating costs, of
$89,994 a year.

In the Glen Oaks case, in which there was a $4.6 million ‘“‘windfall’’
on the FHA-insured mortgage on the building and a $1.4 million
“windfall” on the mortgage on the land, FHA subsequently granted
increased rentals, based on increased operating costs, of $231,681

annually.

The table following shows section 608 projects on which “wind-
falls” were shown at the public hearin

which FHA has permitted

based on higher operating costs.

tenants to

’

of this committee and in

Rental increases on windfall projects (public hearings only)

e charged increased rentals

Sponsor and projects Project location | Windfall Nm‘,’n“; of A“;‘n‘é‘:le;g‘m
Joseph J. Brunetti:
fchfield Village (8 sectfons)......... Clifton, N, J_._... $135,718 4,004 $52,163
Brookchester (10 sections)............ New Milford, N.J. 1,071,175 5, 508 233, 664
Wright Village. ... ........c........ Lodi, N.J.._..... 144, 458 2,050 34,541
Maybrook Gardens (6 sections)...... Maywood, N.J. .. 9, 695 1,343 20,704
Rutherford Park Apartments........ Rutherford, N, J.. 43,129 516 4,768
TOtA). « o oeeceeacaamemaecameemamena]ecarae e e e cseaaen 1,404,175 12,485 354,830
Alfred QGross, Lawrence Morton, George | Bellerose, Long 3, 600, 000 12, 46 231,681
M. Gross: Glen Oaks (11 sections). Island, N. Y.
B. Qordon, Jr., E. J. Preston, H. W, | Alexandria, Va.... 2,110,353 7,928 80,994
Hutman: Shirley-Duke (6 sections),
Ian Woodner, Max Woodner, Beverly
Woodner:
Crestwood Lake Apartments, No. 1..| Yonkers, N. Y._._ 79,392 1,064 9,321
Manor Park Apartments (2 sections).| Wilmington, Del.. 10,283 1,534 38,712
Columbia Heights, No. 4._........._. Arlington, Va..... 7, 1,314 62,136
BT ) DRI ORI 166, 969 3,012 110, 169
Davis A. Finkelstein, Herman D. Paul, | Prince Georges 478, 861 1,314 62,136
Harry A. Rosenfeld: University Hills. County, Md.
Ben Cohen: Penn Manor (4 sections)....| Pennsiuken, N. J_ 135, 000 1,326 44, 514
Mor‘t¥ “;olosoﬂ: Alley Pond Park (2 | Bayside, N, Y.... 475, 517 928 58, 500
sections).
James J, Keelty: Rogers-Forde Apirt. | Baltimore, Md__.. 834, 596 2,082 40,973
ments (2 sections).
Thomas J. O'Brien; Meadowbrook Corp. | Indianapolis, Ind. 36, 604 2,675 46,129
Herbert Du Bois:
Clover Hills Gardens. .. __.._....._.. l\flgu}lt Holly, 280, 000 794 17, 152
Parkway Apartments................ Hu(fd(;nﬂeld, N.J. 250, 000 1,591 43,339
b X112 USRS PRSP 530, 000 2,385 60, 491
8aul 8ilberman: Uplands Ap>rtments....| Beltimore, Md__.. 552,000 2,007 . 14,450
Sag:xmel J. Rodman: Atlantic Gerdens, S%utl:enstp\%lsh- 95, 000 163 1,643
o 1. ngton, D. C.
Dewer Qottlieb: District Heights (4 | District ’ Heights, 1, 206, 900 2,280 53,685
sections), Md.
Bernard Weinberg:
Pleasantville Manor................. Pleasntville, N.J _ 228, 000 068 19, 515
Barrington Manor.._............... Burrington, N.J.. 482, 967 1,350 34,9002
R V1) PSS AN 710, 967 2,318 54, 507
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Rental increases on windfall projects (public hearings only)—Continued

Sponsor and projects Project location | Windfall N";'o':,?ne; of A“&':"rgg'm
Fred Schneider:
Parkchester Court (4 sections)...._... S()’utglzeast Wash- 120, 000 1,100 16,719
ngton, D. C.
Rhode Island, In¢..ceevneeeonooot Northeast Wash- 270, 000 1,284 25,423
ington, D. C.
Motal. . ..t 390, 000 2,384 42,142
Ohart)’es I}ose: Jefferson Village (10 | Falls Church, Va 281, 435 2,794 37,240
sections), -
Herbert Qlassman: Glassmanor (3 sec- | Prince QGeorges 251,102 3,485 15,308
tions). County, Md.
William 8. Banks: University City_.....|-.... [+ [} R, 195, 574 1,516 22,877
Albert Stark:
Drum Castle Apartments............ Bt:ltlnﬁée Coun- 202, 189 1,202 15,434
Seton Helghts.....oceeeemnmeeeeen... Baltimore, Md.... 2,716 900 11,988
Y 171 U RS 204, 805 2,102 27,422
Alexander Muss: .
Sunset Gardens...................... Nutley, N. J. . o}eeeaaoaaeee kY] 4, 380
Boulevard Gardens.................. Bayonne, N. J.... 138, 142 854 43,544
X TT IO FORR 138, 142 1,177 | 47,934
Tsrael Orllan: Floral Park, Inc........._. North Bergen, 148,089 1,082 20,049
Benjamin Neisloss: Brookside Gardens.. Som'eri’llle, N.J.. 5285, 616 1,663 62, 462

Prior to December 17, 1947, rental housing projects having insured
mortgages of $200,000 or less were not subject to rent controls b
FHA. Projects in excess of $200,000 prior to that date, and all
}i‘rojects since that date, have been subject to this control over rents,

his authority to control rents remains effective so long as the FHA-
insured mortgage is in effect.

As long as a shortage of rental housing exists, tenants will have
little choice but to pay these higher rents that are due to excessive
cost estimates, It is difficult to estimate the amount of such excessive
rents that are now being paid by tenants except that it is a very sub-
stantial sum annually. 1t is not feasible for the FHA Commissioner
to reduce those rents (assuming he has the authority so to do) as long
as the inflated mortgages remain unpaid. For the Commissioner to
reduce rents below the levels required for interest and amortization
on the inflated mortgages would only precipitate a default in the
mortgage and require the Government to issue its bonds for the
mortgage indebtedness, and to take over the property. If FHA is
successful in its current action to recover wind&ll prof%ts, we assume
that such recovery will be applied to reduce the mortgage indebted-
ness and thereby reduce the necessary rents required from tenants to
-carry the property.

Unless the carrying charges of such mortgages can be reduced,
tenants would appear to have no relief from these excessive rentals
until comparable housing becomes available in projects which do not
require ecxcessive income to cover carrying charges on cxcessive
mortgages. If and when that day comes, -the owners of projects on
which there are excessive mortgages will either be required to reduce
their rents or will find their apartments vacant., In ecither eveént, it
is not unlikely that projects with excessive mortgages will then default
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and that the FHA will be required to take over the propertics. Un-
fortunately it seems that in every case either the tenants or the Gov-
ernment will sustain a loss resulting from these excessive mortgages.

The chart on the opposite page reflects the rentals authorized to be
charged, by States, in section 608 projects. The lowest rentals were in
Mississipp1 and the highest in Illinois. Only 10 percent of the project
rentals were below $60 a month and more than 60 percent were above
$80. More than 20 percent of those projects rented for more than
$100 per month per apartment and in Arizona, Nevada, and Illinois
the median rental of all section 608 projeets in those States exceeded
$100 per month per apartment. The median monthly rent for the
country is $86.41.

ComMENT BY SexaTors Frisricut, RoBeRTsON, SPARKMAN, Fruar,
Doucras, AND LeHMAN

It is obvious that “mortgaging out” plus the fact that rent schedules
generally were based on the IFHA estimate of cost rather than on
actual cost have resulted in higher rentals in some projects than might
otherwise be the case.

To complete this picture of the 608 program we should point out
its merits. It has provided for construction of 465,683 housing units
in 7,045 projects to meet the housing needs of war workers and
returning veterans. The number of these projeets found by the
committee to have mortgages in excess of costs is about 6.7 percent.
Out of about half a miﬁion units in the 608 program, there is no
evidence to show that the great proportion carried ﬁigher than neces-
sary rentals hecause of mortgaging out.

The impact of the approximate half million units built under the
608 program must have had considerable competitive effect upon
rent levels generally: In all likelihood the mass cffect of the units
developed under the 608 program reduced rents far more than rents
were increased as a result of mortgaging out.

’

L STATEMENT BY SENATOR CAPEHART

It is inaccurate to state that the projects found by the committee
to have mortgages in excess of cost is 6.7 percent. The public hearings
inquired into 543 projects of which 80.5 percent were shown to have
mortgages in excess of costs. Not more than an additional 200 proj-
ects were investigated. Of projects called to the committee’s atten-
tion, inquiry was made only in those cases where a sponsor’s total
mortgage exceeded his total cost. No inquiry at all was made by the
committee into the remaining 6,300 projects because we had neither
the time nor the staff. We just do not know how many of these 6,300
projects had mortgages in excess of costs.
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PROJECT MORTGAGES WITH INSURANCE IN FORCE UNDER SECTION 608
PERCENTAGE DISTRIBUTION OF MONTHLY RENTAL AS REPORTED FOR OCCUPANGY SURVEY OF MARCH 31,1954
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PART VI. THE HOME REPAIR IMPROVEMENT PROGRAM

Title I of the National Housing Act, as adopted in 1934, authorized
FHA to insure obligations of homeowners for repairs to, or moderniza-
tion of, their homes. The program was designed to stimulate business
in the home repair and modernization field and to permit needed re-
pair]s; of homes whose owners might otherwise be unable to finance the
work.

The program was one of guaranteeing the financing of these repuairs.
It was unrelated to protecting homeowners against the fraudulent
schemes and practices subsequently worked upon them. Similarly
the program was not intended to include any safeguards to insure
adequate work or fair prices. :

FHA was authorized to approve lending institutions as “approved”
mortgagees. The only direct contract by FHA was with these ap-
proved lending institutions. The approved mortgagees were permitted
to approve ‘“dealers” whose notes they might discount under the FHA
program. The lending institutions were required to use sound banking
judgment and ﬁractices in selecting these ((1ealers. Unfortunately the
record shows that many lending institutions were extremely careless
and negligent in the selection of dealers. This resulted in a number
of dealers operating under the program whose practices were fraudulent
and who, with their disreputable salesmen, ‘“fleeced’” thousands of
homeowners out of hundreds of millions of dollars.

FHA did not approve the dealers, but it adopted the practice of
putting dealers on a ‘“precautionary” list whenever it found their
practices improper. Placing a dealer on the precautionary list had the
effect of cutting off his credit. But FHA was extremely reluctant to
take such action and it did so in only the most flagrant cases and after
countless homeowners had been defrauded.

The frauds and rackets worked under this program reached large-
scale proportions shortly after World War II. They continued un-
abated until the last year, during which the extent of these frauds and
rackets has been materially reduced. The decrease in the volume
of these frauds results largely from the publicity given to the pro-
gram which has made homeowners more aware of the practices of
these fraudulent salesmen and also from a tightening of the regula-
tions by FHA following the disclosures by the President last April
of these frauds.

Many home-repair dealers used “FHA” and “Federal Housing
Administration” in their advertising and sales promotion work to
give the impression to inarticulate people that somehow the Federal
Government was back of the work. Many homeowners purchased
such work in the belief that the Federal éovernment, through the
instrumentality of FHA, would somehow see to it that the work was
properly performed and that the charge was fair and reasonable. It
1s unfortunate that a program, designed merely to finance paper

52
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taken by dealers for such work, should be sold to the homeowners as
protecting them in the character of the work they received.

Under this program any dealer, able to make arrangements with a
lending institution to discount his paper, could contract with home-
owners for such repairs. On completion of the work the homeowners,
sign a “completion certificate.” Many disreputable dealers obtained
this certificate, signed in blank, at the time the initial contract was
si%ned. In other cases signing of the certificates was induced by
false and even fraudulent misrepresentations™as to its character.
Upon presenting that certificate to the bank the dealer obtained 100
Bercent of the obligation provided for by the contract. The bank
lecitme the owner of the paper and there was no recourse against the
dealer.

These obligations were negotiable instruments as to which the bank
became a holder in due course. Under the law of negotiable instru-
ments the homeowner was required to pay the bank the amount of
this obligation in spite of any fraud practiced upon him (except when
his signature was forged to the note). The obligation of the bank was
insured by FHA against losses up to 10 percent of the aggregate
amount of the loans, which in effect permitted almost every bank
to enjoy a IOO-Eercent Government guaranty.'

Whenever a homeowner defaulted in the payment of his obligation,
and the bank was unable to collect the note, the obligation was as-
signed by the bank to the Government. FHA was required to pay
the bank the amount of the debt which it then referred to the United
States attorney for collection. In countless cases the United States
attorney has, in the name of the United States of America, either filed
suit, or threatened to file suit, against homeowners for obligations they
incurred as a result of fraudulent practices by which they were victim-
ized. In thousands of cases the work represented by these obligations
was virtually worthless.

A principal cause of the home-repair frauds was: first, laxity by
lending institutions in approving dealers of questionable character;
secondly, their continuing to do business with dealers after notice of
their fraudulent practices; and, third, their accepting the paper of
homeowners whose credit would never have sustained a normal
banking transaction. Testimony heard by the committee included
cases in which the same person had received 4 and 5 home-repair
loans. Frequently the later loans were made after the borrower had
defaulted on the first loan. Lending institutions should justly be
criticized for their laxity and negligence. FHA is also subject to
crit{pism for permitting these lending institutions to be so lax and
negligent. .

he Government has sustained no monetary loss in the title I
program and it appears that existing FHA reserves are adequate to
cover such contingent losses as may ultimately accrue against FHA
under this program. Substantial losses in the home-repair program
have been sustained by homeowners who were victimized by un-
scrupulous salesmen and dealers. By handling FHA papers, and
because of misrepresentation by salesman and dealers, many of these
victims thought that they would receive Government protection
through FHA supervision. -

1 In 1954 the Congress amended the statute to require the lending institutions to assume 10 percent of the
loss on each individual loan.
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In the 20 years the program has been effective, IFHA has insured
17 million home-repair ov improvement loans in the total amount of
$3 billion,

The frauds in this program were not confined to any geographic
area.  In every city in which the committee held hearings we dis-
covered a large number of Atitle 1 frauds.  Perhaps the greatest
number oceurred in California where climatie and hving conditions
were peculinely adapted to the fraudulent practices in the sale of
aatios, barbeeue pits, and similar improvements,  Ropresentatives of
wttor business bureaus wore called to testify in soveral cities,  In
each instance they testified that their oflices had reecived many
compliints vegarding title 1 fraud.  The evidenee also showed that
thoy had done a good job in attempting to correct these abuses,

The committee heard 118 witnesses testify on the title I program
approximately one-third the total number of witnesses heard, — Sixty-
three of those witnesses were homeowners who had been vietims of
these  fraudulent  practices.  Others were FILA  representatives,
botter business bureau officials, a representative group of the dealers
and salesmen responsible for these frauds, and officinls of lending
institutions accepting the notes of those dealers,

In each eity where hearvings were held there was vietually an un-
limited number of homeowners anxious to testify to the frauds by
which they had been vietimized.  Twenty-two dealers or their sales-
men were heard whoso testimony, recognizing the unwillingness of
the unscrupulous to admit their misdeeds, gives a vepresentative
indieation of the manner in which these frauds were practiced. "Threo
of those witnesses availed themselves of the constitutional privilege
against self-inerimination,

The hearings revealed that many of the dealers and salesmen who
vietimized the public were men with known erviminal rvecords and
other unsatisfactory backgrounds,  The tactjies cmployed by those
men embodied  the elements generally  emploved by professional
criminal confidence men,

Many of the pitches, appronches o gimmicks employed to induee
the homeowner to purchase from such dealers and salesmen were no
move than the ageless appeal to human natuee to get something for
nothing, The sales teehniques used by such individuals were as many
and varied as their imagination and knowledge of human nature could
dovise, ‘

The “model home”” or “honus” piteh, asit was veferved toin the teade,
was used most frequently,  ‘The homeowner was told that the sulesman
hand made asurvey of the neighborhood and had chosen his home as o
wodel home, The stated veason for seleeting this particular home was
generally beeause the homeowner had sueh an attractive yard, or the
shape or size of the particular home, or any other features which the
sulesman chose to use to justify the selection. This was merely the
entree,  lvery home in the neighborhood that might need vepairs was
u so-called model home,  "To continue the piteh, the salesmen would
promise the homeowner to send prospective customers to see the job
purchased by the homeowner, whether it be siding, roofing, patio or
any one of the other numerous improvements,  for each such prospect
who purchased a similar job this homeowner would receive a commis-
sion or honus of $25 or $30 or $100.  The amount actually promised
was immaterial sinee the written contraet signed by the homeowner
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made no mention of such oral promises. The sulesmen would continne
the piteh by assuring the homeowner that in veality his improvement
would cost him nothing,  The homeowner was told that he would
assuredly pay for his own job and probably enrn some extra money on
the commissions or bonuses,  When these pitches were used the con-
tract price was uniformly excessive although the homeowner was
generally told the price was the company’s cost. beeanse this was a
maodel home,  Sometimes the price paid would actually run 2 or 2%
times what the homeowner would have paid for the job if done by a
voputable loeal dealer or conteactor,

Rarely was any money over paid o homeowner as a result of the
bonus promise made in conjunetion with the model-home piteh,  Even
when homeowners actually sold jobs to their own friends or relntives
they usually did not receive the commission,

The dealers and salesmen who made o racket of the home-improves
ment. progeam were for the most. part (ly-by-night or *Johnny-come-
lately " operators,  Their methods of operation are not to be attributed
to the multitude of small loeal contenctors, residents of their com-
munities, who sold home improvements of quality materials and work-
manship at fair prices under FHA loans.  The unserupulous dealers
are distinguishable chiefly by their business practices,

The testimony of a group of dealers and salesmen heard at the
Chiengo, Indinnapolis, and Detroit hearings particularly emphasizes
these feaudulent practices,

Harry Cane, hrother of Mickey Cohen, notorious west coast figuro,
and himself o man of considerable accomplishment in undesirablo
activities, entered the FHA home-improvement field as a salesman
about 1941, In 1948 he organized a group of high-pressure-typo
salesmen under the firm name of Cane Enterprises & Associates,
Many of these so-called “salesmen” had known eriminal records,
This group, and others like them, were quite aptly termed “dyna-
miters.,”  From 1948 until the arvest of about 10 of the group in
Houston, Tex., during 1951, Cane utilized that selling organization in
the home-improvement field in various sections of the country.

Cane operated on the “par system” for compensating salesmen,
His peculine technigue of operation was to move into an area where a
loeal dealer had areanged to distribute a product lending itself to this
type of operation, most frequently siding, and to arrange with that
dealer to sell the entive lot oven before the wholesaler's invoice for
the product beeame due,  They could and did “dynamite” a particular
area in o shoet time,

Tho “pnr” system was particularly adapted to encourago these
frauds.  "The dealer would fix a price as “par” to the salesman.  The
splestunn was frée to sell the ‘job at any price, above “par,” he choso,
The difference hetween “par” and the sales price was the salesman’s
commission,  Most of the disreputable title 1 dealers subeontracted
the actunl work to contractors and were themselves merely brokers,
1t was not unusual to hear testimony of a job costing $300 from the
contractor doing the work being listed at a “par” of $500 by the
dealer and being sold by the salesman to a homeowner at $800 to
$1,000. In many cases the salesman “bribed” the homeowner by
giving him as much as $200 in curreney to sign the contract and then
adding that amount to the so-called sales priee.
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Harry Nassan was another Chicago dealer operating on a grand
scale, with a prior criminal record involving use of the mails to defraud.
He entered the business in 1946 as the owner of Atlas Construction Co.
Better business bureau and FHA files indicate a number of compluints
against his operations. One of his salesmen, or “brokers’ as he liked
to call them, was Richard Vidaver who twice before this committee
availed himself of the constitutional privilege against self-incrimina-
tion when questioned about his title I home-repair activities.

Jerome Brett was still another dealer witness, the subjeet of a long
history of complaints to FHA, who from 1941 through 1952 was
%rcsident of the Pioneer Home Improvement Co. in New Jersey.

omeowners testified before this committee as to the various abuses

racticed upon them in connection with contracts of this company.

rett’'s Pionecer Home Improvement Co. went bankrupt in 1952 and
Brett himself testified that the cause of this bankruptey-was the large
number of complaints against his company in connection with his
company’s sale of a defective paint product under FHA loans.

Jack Wolfe, another possessor of a criminal record, during 1951 and
1952 organized or held an interest in no less than five different home-
improvement concerns in the Des Moines, Iowa, area. His testimony
emphasized the “fly-by-night” nature of the operations of many of
these dealers in that all five of these concerns opened their doors and
then went out of business in a matter of months or perhaps at most a
little more than a vear. Wolfe admitted that many of his salesmen
were of the unscrupulous or unethical group when he testified, in
effect, that when he tried to operate in a legitimate manner his sales-
men left him for greener pastures.

Louts Garthson, onetime president of a concern known as Protexa-
wall and an associate in Permawall, Inc., might be termed typical of
the high-pressure-tvpe salesmen who entered the home-improvement
field. In 1951, while associated with Permawall, Garthson admittedly
prepared the material or syllabus which was used by a “school” con-
ducted for training salesmen in the dynamiting type of high-pressure
selling. The chart opposite page 484 of the ﬁom'mgs is ant example
of the material used at that school. Garthson admitted that he had
previously been employed by an appliance store using the well-known
and publicized “bait” type of selling and advertising.

Lew Farrell of Des Moines, Towa, whose real name is Tuigi Fratto,
became a beer distributor in Des Moines beginning about 1938,
Long rumored to have underworld and gambling connections, Farrell
would admit only that he was connected with several home-
improvement, concerns. He denied knowing who were the owners
and could not recall either who paid him or who worked for the firm.
When asked what his duties were he replied that he just did not do
very much.

Floren Di Paglia, who at the time of his appearance before the
committee as a witness was under conviction for bribing a Drake
University basketball star, became active in the sale of aluminum
siding under FHA title I loans beginning in 1949. He started his
business in 1951. Di Paglia testified that his best business year in
the sale of FHA-insured home improvements was the year 1951-52
when he made approximately $100,000.

Jack Chisik first entered the title I home-repair business in 1938,
operating in the Detroit area. He ivas typical of the most undesirable
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type of high-pressure salesmen. In 1952 the Michigan Corporation
and Securities Commission suspended his contractor’s license as a
result of unscrupulous sales practices. Chisik had been associated
with at least six concerns doing business in FHA-insured home repairs
and improvements.

The Michigan Corporation and Securities Commission and the
California Contractors License Board cach suspended the licenses of
a number of unscrupulous title I dealers in their respective States.
These State agencies should not have been required to police an FHA
program; and a more vigilant watch over the program should have
resulted in FHA eliminating those dealers long before the State
agencies were compelled to suspend their licenses, FHA officials in
California in charge of the title I ngmm testified that it was neces-
sary to obtain concurrence from Washington before they could sus-
pend the operations of a title I dealer and that it was generally
difficult to get approval for such action.

Cozy Homes, Inc., was engaged in the home-repair business under
title 1 of the Housing Act in Detroit. During the committee’s hear-
ings in that city we took possession of the books of this company and
examined their transactions during a 14-month period. During that
time gross sales of the company were $205,533 and the so-called sales-
men received $101,017 as commissions. This company operated on
a “par” basis and left the salesmen free to fix their own sales prices.
The company’s “par” was apparently $104,516 on those sales and
the salesmen’s commissions an almost equal amount. The salesmen
received 49 percent of the total sales price, and their commissions
added 97 percent to the “par” basis amount which the homeowner
was required to pay.

Enterprise Construction Co. was shown by the California testimony
to have done the largest volume of business in that State in home-
repair contracts under which homeowners were victimized. As its busi-
ness grew many of its salesmen and supervisors left Enterprise to go
into business for themselves. Enterprise was considered the training
Eround for this work and a substantial portion of those engaged in the

usiness in California where looked upon as “alumni” of Enterprise.

The testimony showed that products such as roofing, siding, and ex-
terior painting were most commonly involved in victimizing the Public.
The various sales “pitches” such as the “model home pitch” were
usually accompanied by extravagant and outrageous claims by the
salesman as to the quality or longevity of the product. Product
failure to live up to the salesmen’s claims was further aggravated by
shoddy workmanship, ‘

Many dealers who were representad to the public by their salesmen
as contractors with an organization™and the know-how to do the job,
did not, in fact, employ regular workmen, had no particular know-
how, and were, in fact not,ﬁin but “fly by night”’ operators set up
to sell a questionable product for a short time and then to move on
to exploit a new community. It was common for such dealers, par-
ticularly in the field of siding, to employ groups of itinerant “appli-
cators” to perform the work of applying tir: product. Standards of
workmanship were understandably fow in such cases. After the dealer
had obtained his money from the lending institution, complaints by
the homeowner to remedy defective work were most often 1gnored.
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The abuses practiced on the homeowners were fostered by the trade
practices commonly engaged in by the unserupulous dealers in dealing
with the unserupulous salesmen. ~ Most of such dealer witnesses heard
by this committee insisted that the salesmen were not their employees,
but were “independent contractors.”  Commonly such dealers would
permit virtually anyone, without vegard to qualifications or past.
criminal vecords, to solicit contracts from homeowners.  The dealer
supplied the “contractor,” or “canvassers’” and “closers’ as they rvefer
to themselves, with blank IFHA title 1 applications, blank promissory
notes, blank completion certificates, and eredit report forms.  The
arrangements  comprehended that the salesman would obtain the
contract and all the loan papers required to be signed by the home-
owner. He then delivered the papers to the dealer and was paid his
commission on the price for which the job was sold.

Under the previously liberal vules of FHA, title 1 loans could be
obtained to finnnee such “improvements” as patios and barbeque pits,
The sharp title 1 operators took full advantage of these liberal rules
to exploit the Californin market for patios and barbeque pits by using
variations of the “model home” piteh, 1t is doubtful that the title
program was ever intended to encompass such things as patios, which
most of the public would consider luxuries,

One of the serious consequences of the sales practices engaged in by
the home-improvement racketeers imposed a direet burden on the
Government.  Many vietimized homeowners who had  purchased
home improvements they could not afford on the helief that they could
pay for the work out of the “bonuses” they would reecive from the use
of their home as a “model” were Inter foreed to default on their loans,
Others realizing that they had been duped, angrily refused to pay,  In
many such instances, the lending institutions involved, who ofttimes
contributed to the situation by aceepting contracts from known sharp
dealers, were covered on the defaults by the FHA insurance.  In Sll(‘ll
cases, the Government was required to take over and attempt to col-
leet the loans by direet suit against the homeowners.  Witnesses have
testified that United States attorneys over the country are today bur-
dened by thousands of such suits,

In Detroit title 1 home-improvement. loans were obtained and the
proceeds used for such purposes as the payment of a property settle-
ment on divoree, vacations, the purchases of cars, television sets, and so
forth. These cases involved a fraudulent representation by the home-
owner in making an applieation for a loan that the money was to he
used for a home improvement.  Many of the people involved in these
loans were induced to obtain the loans by pvup‘o who had been or
were racketeering dealers in titlo I home improvements.  The pro-
moters of those lonns generally obtained a “cut” out of the proceeds
of the fraudulent loans thus obtained by the homeowner. It is
demonstrable that such schemes could not have flourished if the banks
and lending institutions involved had exercised diseretion similar to,
if not as strict as, that they exercise in granting loans of their own
non-Government-insured money.

Title T was intended to make bank credit more veadily available to
small-home owners for needed repairs, but it was not intended to
attract racketeering or to foster deplorable business practico by
financial organizations. Detroit, Chicago, and Indianapolis testimony
showed that in some situations, where completely fraudulent FHA
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title 1 loang were made, employees of lending institutions received
bribes, payofls, or gratuities for granting such loans.  One Chicago
witness, claiming personal knowledge of the unserapulous dealer and
sulesmen practices in this field, stated that racketeering could not
have flourished s0 widely had not these dealers had a “clout™
underworld term for “connection™ in the banks to accept their
contracts in the face of public complaints of sales fraud, product mis-
representation, and unsatisfactory reputations.

There are countless homeowners, vietimized under this program,
who ultimately paid their obligation for work they did not receive
when assured that they had no legal defense to the obligation,  1n
some cases witnesses testified that their property was in worse condition
following the work supposedly done by the dealer than if no work had
been done ut all,  Even in most of those cases honest homeowners
wid their obligation whon they learned that a legal liability had
}rmululuntly heen east upon them,

It is diflicult to measure the losses to homeowners in this program,
Tn many cases the homeowner paid as much as $900 for work that
should not have cost more than $300.  In other cases the homeowner
may have paid $1,000 or $1,500 for work which was ecither worthless
or worss than worthless in that it left the property in a greater stato
of disrepair than existed before the work was done.  Due to the limi-
tation of time and stafl’ personnel, it was impaossible for the committee
to determine the total amount of money involved in these illegal
practices.

In concluding this discussion, wo emphasize again that the dis-
honest or fraudulent dealers and/or salesmen engaged in the home
repaiv business constitute a very small segment. of the total number
of such denlers and salesmen.  However, vigilanee by the homeowner
in checking the character and reputation of those with whom ho
,n‘oposod to do business will further help to eliminate those frauds.
I'he insistence upon having bids from more than one dealer and a
careful reading of all papers before they are signed will also give
further protection to the homeowner. :

The following chart illustrates the overall activities under title |
during the years 1934--53:
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PART VIiI. GENERAL FINDINGS FROM THE INQUIRY
Seerion A, Incomk Tax Iuenicarions 1xn FHA Fravps

Federal income taxes were a substantinl factor leading to the
windfall profits disclosed by these hearings,  Many builders appear
to have been more concerned with the extent to which they might
avoid payment of normal taxes on their gains than with the manner
or the extent of their profits from these projecets,  Their basice concern
appears to have been their profit on the projeet after the payment of
Federal income taxes,

The normal income taxes which most people are required to pay on
the earnings from their Inbors would take a very considerable part of
profits running to $3 million, $4 million, and even $5 million on a
project taking only 12 to°18 months to build.  Tn most of the projects
reviewed by the committee the builders adopted practices designed,
we hope unsuccessfully, cither to avoid entirely the payment of any
income taxes, or to have their profits taxed as long-term capital gains
at the 25 pereent (now 26 pereent) tax rate.

The device generally adopted in their attempt to achieve a capital
gain was substantially this: The sponsor of a section 608 project
would cither have the sponsoring corporation itself act as general
contractor for the job, or enter into a contract on a “cost basis” with
a construction company owned by the same interests, Upon the
completion of the job there would remain in the sponsoring corporation
cash representing the difference between the construction costs and
the mortgage proceeds.  The sponsoring corporation (but not any
of the individuals) was liable for the mortgage debt. The obligations
of the corporation were not in excess of its book assets (the cost of
construction and cash on hand). That financial situation would not
permit the payment of a dividend.

The sponsors then would obtain an appraisal of the corporate
property for an amount generally well in excess of the mortgage loan.
Writing up the hook value of the property to the amount of that
appraisal created a corporate surplus that was used to justify the
payment of a dividend. The cash funds of the corporation, repre-
~sonting the excess mortgage proceeds over all the costs, were then dis-
tributed to the promoters as a long-term capital gain.

Not infrequently additional funds were available by which to
increase the amount of that distribution. FHA allowed 18 months
to complete a section 608 project. Payments on the FHA insured
mortgage did not begin until 18 months after the start of construc-
tion. Accordingly, if the project could be built in a shorter period of
time there was what the builders called the “free-rent period” during
which much of the rental income was available for distribution. This
income, too, was distributed as long-term capital gains through the
device discussed above. -

There was another means by which these capital gains distributions
were further increased, Interest and taxes during construction are
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generally considered to be a cost of construction. However, tax laws
g‘ormit- these expenses to be charged against operating income. Since

HA mortgage estimates included as costs interest and taxes during
construction, by charging those expenses against operating income in
the period after tenant occupancy additional funds became available
for capital-gains distribution. For tax purposes most builders
charged interest and taxes during construction as an operating
expense; before this committee they all included those items as con-
struction costs,

In at least two cases the Internal Revenue Service issued rulings
that such distributions were long-term capital gains. One of these
rulings involved 1 of the 6 corporations in the Shirley-Duke apart-
ments project in Alexandria, Va.  On November 30, 1950, the Deputy
Commussioner of Internal Revenue wrote the sponsor that since
construction had been completed and all costs had been paid, funds
transferred to the capital account and distributed to the sharcholders
would be taxable as a long-term capital gain. The present Com-
missioner of Internal Revenue has reverse§ that determination. In
a test case now pending before the Tax Court (George and Anna
Gross, et al., v. t& Commissioner of Internal Revenue) he contends
that “windfall profits’” of section 608 projects are subject to the
pn'}"mcnt of normal income taxes.

he Commissioner of Internal Revenue has advised this committee
that if he is successful in that test case, he intends to proceed against
all similar cases. One of the incidents leading to this investigation
was the report by the Commissioner to the President listing 1,149
cases in which such windfall profits had been received and were dis-
closed by the tax returns filed by the corporations. The Commis-
sioner testified that he believed that there were several hundred
additional cases to be added to that list.

Glen Oaks Village

The pendini test case involves the profits of 11 Glen Oaks Village
corporations that obtained FHA-insured mortgages of $24.4 million
on a leasehold. Construction costs were about $4.3 million less than
- the mortgage proceeds. These corporations distributed to their stock-
holders $4.6 million. It is that distribution which is the basis for the

ending test case. The sponsors also obtained a mortgage on the
and for $1.4 million more than they paid for the land.

Two recent cases, Commissioner of Internal Revenue v. Fannie
Hirshon Trust, decided by the Court of Appeals for the second Circuit
Court, May 17, 1954, and Commissioner of Internal Revenue v. Estate
of Ida 8. Godley, decided by the Court of Appeals for the second Clireuit,
May 28, 1954, appear to support the position taken by the Commis-
sior}fr with respect to the tax liability on the distribution of windfall
profits.

William J. and Alfred 8. Levitt; Levittown

The extent to which builders went in making certain that such
profits would not be subjected to normal income taxes is shown in
the Levittown, N. Y., project. William J. and Alfred S. Levitt built
approximately 18,000 houses in Levittown, N. Y.; 6,000 of these were
single-family rental houses constructed under section 603 of the act.
Cost figures are available only for 4,028 of those rental houses which
were constructed by Beth-Page Realty Co., a corporation owned by
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the Levitt brothers. The capital stock of Beth-Page Realty Co. was
$50,000. The FHA insured mortgages were for $29,946,500. Total
construction costs were $5.1 miﬁion less than the FHA insured
mortgages,

The Levitts’ objective appears to have been to withdraw that cash
surplus from the corporation without liability for the payment of
normal income taxes. The assets of Beth-Page after completion of
those houses, were 4,025 dwellings and that $5.1 million in cash.

The Levitt's advisers conceived the idea of selling the Beth-Page
stock to a charity which could purchase the stock with the cash funds
of the corporation obtained by declaring a dividend. Efforts were
made to locate a suitable charity. Junto, Inc., accepted the pro-
posal. Junto was a charitable corporation engaged in adult educa-
tion whose total assets at the time of this transaction were less than
$2,000,

With the aid of partial temporary (for a few days) financing from
a cooperative bank, Junto purchased the Beth-Page stock from the
Levitts for $5.1 million, declared itself a dividend of $5.1 million the
very day of the purchase, and then paid the $5.1 million to the
Levitts for the acquisition of the stock. As a charitable corporation,
Junto took the position that the dividend to it was not taxable. The
stock had been held for more than 6 months by the Levitts who
t-hlv,ro.fom claimed a long-term capital gain on the proceeds from the
salo.

The Levitts undoubtedly could have sold the 4,028 houses for
$5 million above the amounts of the respective mortgages. However,
if $10 million had thus been available for distribution, but subject to nor-
mal income taxes, the net return to the Levitt brothers after tazes
would have been substantially less than the $3.8 million ($5.1 mil-
lio.1 less 25 percent) that they recoived on the long-term capital gains
through the courtesy of Junto.

Shelby Construction Co. and Warner-Kanter Cos.

The second tax pattern followed by section 608 builders was de-
signed to avoid the payment of all taxes. Shelby Construction Co.,
the Warner-Kanter Cos., and Saul Silberman are illustrations of this
technique.

Puul Kapelow and Louis Leader incorporated Shelby Construction
Co. in 1948 with a capital of $100,000. (Emile Bluestein originally
owned 10 percent of the stock but they later bought him out for
$315,000.) Kapelow and Loader created 11 corporations, known as
the Parkchestor group, which were wholly owned subsidiaries of
Sholby. These corporations had no assets (perhaps a few hundred
dollars cach) other than the land on which the project was subse-.
quently built., Those 11 “paper” corporations obtained mortgage
commitments from FHA in the amount of $10.8 million for the con-
struction of a section 608 project in Now Orleans.

The Parkchester group corporations then entered into contracts
with Shelby for the construction of the project for amounts which
resulted in Shelby obtaining the entire mortgage proceeds. The cost
of the project was substantially less than the mortgage proceeds.
Shelby claims the windfall was $1.7 million; FHA says it was $3.4
million; and our staff believes it to be about $2.5 million. The differ-
ence in these figures results wholly from different views as to the,
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propriety of including as costs of construction such items as payments
to the sponsors themselves, entertainment, and travel expenses.

On completion of the buildings only the Parkchester group corpo-
rations were liable for the repayment of the mortgage debt. But the
excess mortgage proceeds were in the hands of Shelby which was not
liable for the mortgage debt. The 11 companies and Shelby then
filed a consolidated income-tax return which avoided the payment of
any income tax on the “windfall profits” by treating the transactions
as intracompany dealings. Thus the windfall profits were transferred
to Shelby, not liable for the debt, without the payment of income
taxes. The property soon got into difficulties and was virtually
abandoned by the Kapelow interests, Shelby sold its stock in those
11 companies to a group of New Yorkers for $5,000 cash and an
additional $110,000 to be paid over a period of time (presumably out fof
rental income). The property has since defaulted and is now in the
process of foreclosure by the Government.

Kapelow and Leader have had full use of these funds without
paying taxes on that income. Shelby has never paid any dividends,
and salaries to Kapelow and Leader have been modest, but very
substantial sums have been loaned by the parties. At the inception
of this project, Kapelow and Leader presented financial statements
showing cach was worth $300,000. They used these “windfall” funds
to finance other projects and 4 yvears later their financial statement
showed each to be worth $3% million. Had normal income taxes
been paid by these businessmen on the earnings of their labors it
would not have been possible for them, after tﬁz payment of their
taxes, to have accumulated that wealth in so short a period of time.

The Warner-Kanter Cos. in Cincinnati utilized the same device to
have the benefits of the use of funds representing the profits of their
venture without paying income taxes on those profits.

Saul Silberman

In many similar cases the promoters have loaned large sums of
money to themselves, sometimes at no interest, sometimes at one-half
of 1 percent interest, and sometimes at 1 percent interest. Since
interest is itself a tax deduction, thc payvment of such interest on
loans would not in a normal lifetime ever equal the capital gains
taxes required to be paid on such profits. Saul Silberman, a former
FHA emplovee, adopted this practice in Uplands Apartments, Inc.
There was a $1 million “windfall” in that project which ended up
in the construction corporation. By filing a consolidated income-tax
return it paid no tax on that gain. The funds were then in part
loaned, at minimum interest rates, to the promoters and more than
$500,000 was advanced to rehabilitate a racetrack owned by Silber-
man.

In another case, a dentist turned builder, Dr. Dewey S. Gottlieb,
used such tax-free funds to buy a string of racehorses and a cruiser
on which to entertain jockeys.

In these cases the promoters have had every useful enjoyment of
the windfalls resulting from their Government-financed projects, and
the Government has received no taxes whatever on those “profits.”

A third tax abuse, perhaps not limited to section 608 projects, was
charging as construction costs expenditures not properly a part of the
cost of construction. The only case in which the committee made any
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attempt to audit the books of a sponsor was in the Woodner proper-
ties. General Accounting Office auditors found that Woodner had
included as construction costs $87,000 in detective fees connected
with his divorce litigation, about $50,000 in lawyers fees concerning
his marital problems, the expense of a trip to Nassau to recuperate
from the strain of those marital difficulties, and a number of other
equally improper charges.

Morris Cafritz

The Cafritz Parklands Manor project illustrates still another in-
come-tax device. Most fathers cherish the hope of being able to
create an estate for their children. Paying normal income taxes on
one’s earnings, and gift taxes on funds given to children, makes this
a rather diflicult objective. Morris Cafritz, Washington, D. C,,
builder, found a solution to that problem. In the early 1940’s Cafritz
acquired a 100-acre tract of land in the southeast quadrant of the Dis-
trict of Columbia. In 1946 Cafritz transferred this land to Parklands,
Inc. whose stock he held in trust for his three sons. The corporation
had no liabilities and its only asset was the land. In a gift-tax return
he valued the lahd at $69,000. Cafritz testified that the Internal
Revenue Service subsequently raised the value of this land, he thought
the increased valuation might have been $3,000 or $3,500 an acre but
he was not certain.

The next step was for Parklands, Ine. to transfer 20 acres of the
tract to a wholly owned subsidiary, Parklands Manor, Inc., which
had nominal capital stock. Parklands Manor, Inc., then applied for
and received an FHA insured mortgage under section 608 for $4.2
million. The land which had cost Cafritz $690 an acre was valued
in this application at $20,000 an acre and was ultimately valued by
FHA at $21,000 an acre.

Actual construction of the project was by Banks & Lee, Ine., Wash-
ington builders, although Cafritz himself was in the building business.
The total construction costs of the project were $550,000 less than the
mortgage proceeds.

Those “windfall profits” were then used to finance other real-
estate projects owned in trust for the Cafritz childven. The Park-
lands Manor, Ine. balance sheew for December 31, 1953, showed loans
to such affiliated corporations, at onc-half of 1 percent interest, in
the amount of $630,000. Through this manner a shopping center,
Parklands Shopping Center, Ine., and several other similarly owned
housing projects have been constructed. Those properties have a
cost of $7.2 million. Outstanding mortgages will at current rent
levels be repaid from rental income. There will be no income taxes
due the Federal Government on the rental income used to pay off
the mortgages. In the absence of adverse economic conditions, the
Cafritz children will ultimately own, free and clear, properties having
a cost of $7.2 million and which were constructed out of a gift b
Cafritz of land costing him $69,000. No gift taxes will be pnyabf{*
beyvond those applicable to the gift of the land, and no income taxes
will be paid except to the extent that rental income from the property
exceeds all costs of operation including the repayment of the principal
amount of the mortgage (payvable out of depreciation funds).
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SecrioNn B. DistriButrioN BY TiIME AND AREA OF SEcTION 608
MORTGAGES

The application of the rental housing program of FHA during
different periods of its administration, and in different sections of
the country, presents some interesting statistical information reflect-
in% at least indirectly, on the administration of the program.

Vew York, New Jersey, Maryland, and Virginia were the principal
beneficiaries of the section 608 program. In proportion to their popu-
lation, Illinois, Ohio, Michigan, and Massachusetts appear to have
received the minimum numger of new dwelling units from this pro-
gram. A total of 465,000 new dwelling units were built in 7,045
projects under section 608 of the Housing Act. New York, with
9 percent of the population, received 18.4 percent of the units built °
under this program; New Jersey, with 3 percent population, received
11 percent of the units; Maryland, with 1.5 percent of the population,
had 7.3 percent of the units; and Virginia, with 2 percent of the popu-
lation, had 6.4 percent of the units. Most of the Virginia projects
were in the northern part of the State in what is generally considered
a part of the metropolitan area of the District of Columbia.

On the other hand, Ohio, with 5 percent of the population, received
only 3.5 percent of the units built under section 608; Illinois, with
5.5 percent of the population, had 3.6 percent of the units; Micixigan,
with 4 percent of the population, received only 1.6 percent of the
units; and Massachusetts, with almost. 3 percent of the population,
received only 0.7 percent of the units. Significantly, the committee
found the greatest volume of “mortgaging out” and other irregularities
in New York, New Jersey, Maryland, and to a lesser extent Virginia.
And we found a minimum of these irregularities in Ohio, Illinois,
Michigan, and Massachusetts. (This statement does not ignore that
there were irregularities in those States to some extent, particularly
Ohio and Michigan.)

Tables T and II, on pages 70 and 71; show graphically the percent-
ages of mortgages insured under section 608 by States, in the years
1942 through 1953, based respectively on the percentage distribu-
tion of the total dwelling units and the percentage distribution of
the total amount of mortgage.

SUMMARY OF COMMITTEE’S INVESTIGATION OF SECTION 608 PROJECTS

This committee had neither time nor the staff facilities available to
permit an inquiry into all the 7,045 projects financed with mortgage
insurance under section 608 of the act. We sought to inquire, however,
into all those projects in which information coming to the committee
from any source indicated that there might be irregularities.

This committee inquired into over 600 section 608 projects in
executive session. Of these public testimony was taken with respect
to 543 projects. In 437 of these projects the mortgage proceeds ex-
ceeded 100 percent of all costs, wllm)ile in the remaining 106 cases the
costs exceeded the mortgage proceeds. In no case was the mortgage
less than 90 percent of the actual costs.

The 437 projects scrutinized by the committee in public hearings
in which the mortgages exceeded total costs involved mortgage pro-
ceeds totaling $590,118,276 (the face amount of the mortgage plus any
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premiums received by the mortgagor and less any discounts paid by
the mortgagor).

The mortgage proceeds in these 437 cases excceded the total costs
of the prejccis, including every disbursement to any person for any-
thing, by $75,824,239. The total costs were thus 12.7 percent less than
the mortgage proceeds. The statute provided for mortgages not to
exceed 90 percent of the estimated costs and FHA mortgages were
not more than 90 percent of its estimate of the cost of the project.
On the average, therefore, the actual costs in these 437- cases were
21.6 percent less than the FHA Commissioner’s estimated costs.

These figures are subject to possible correction in two respects:
(1) The costs given are the builders own statcments of their total
costs. The very few cases in which we have checked costs lead to
the conclusion ti;at at least some builders padded their costs to some
degree. Actual costs are undoubtedly lower, but the extent to which
that was a prevalent practice and the amount by which such costs
may have been padded is unknown to the committee. (2) In many,
but by no means all, of these cases the sponsor was himself a builder
and did not pay himself a builder’s fee. In estimating costs FHA
allowed a builder’s fee of 5 percent even though the owner was him-
self the builder. This factor would reduce the spread between esti-
mated costs and actual costs by something less than 5 percent.
However, builders’ fees were considered as a part of the equity to be
furnished over and above the 90 percent Government-insured mort-
gage. A builder’s fee could cover part of the estimated cost between
the 90 percent mortgage and 100 percent of the estimated cost. As
shown above, however, the mortgage proceeds in these cases averaged
12.7 percent in excess of all costs in these projects.

The 106 cases in which the mortgage proceeds were less than total
costs, involved mortgage proceeds of $148,422,451. The total costs
in excess of those mortgage procceds were $6,876,645, or but 4.6 per-
cent of the mortgages. Averaging the entire 543 cases, the total
mortgage proceeds of $738,540,727 were 9.3 percent in excess of total
costs. On the average, the actual costs in these 543 cases were 18.4
percent less than the FHA Commissioner estimated costs.

Table IIT on page 75 shows by States the number of projects,
mortgage proceeds, and excess or deficiency of mortgage proceeds over
costs, for the projects inquired into by the committee. Table IV on
page 77 breaks down the excess of mortgage proceeds over total
costs by years.

TIME DISTRIBUTION OF WINDFALLS

The 437 projects inquired into by the committee showed total wind-
falls, the excess of mortgage proceeds over all costs, in 1946 of only
$12,523 in 1947 of $525,616, and in 1948 $2,166,369. In 1949 these
windfalls jumped to $18,774,176 and were in excess of $20 million in
each of the years 1950 and 1951. These windfalls were almost $10 mil-
lion in 1952, and in excess of $3 million in 1953. The section 608
program ended in 1950. The vears stated are those in which the
projects were completed and the costs became known.

Significantly, in the period of the greatest housing need, 1946
through 1948, there were the smallest windfalls. The largest windfalls
occurred after Congress had found that the program could be termi-
nated, in 1950 through 1952. One factor accounting for the increase
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in windfalls in the later years is that there appears to have been a
decline in material prices, following the postwar shortage of materials,
of which FFHA was apparently not cognizant. Many builders were
apparently able to purchase materinls at substantially lower costs
than those used by FHA in computing their estimates of cost. But
the Congress had provided by the 1947 amendment to the Housing
Act that all FHA estimates should be as close as possible to the
“actual costs of efficient building operations.”

MORTGAGE DEFAULTS

On May 31, 1954 the FHA was the owner of 137 projects with
7,336 mortgnge units which it was required to take over beeause of
defaults by the mortgagors.  And by that date it had been compelled
to acquire mortgage notes from the holders of an additional 113
wojects with 8,644 units beenuse of defaults by the mortgngors.
Fhe mortgages in these 250 projects orviginally totaled $117 million,
and the Commissioner’s present investment in those projects is
$114.8 million,  1n addition the FHA had taken over an additional
41 projects with 2,870 rental units which it had been able to sell by
May 31, 1954, The Commissioner's investment. in these 41 projeets
was $13,971,820. The total sales price was $13,018,941, resulting in
a loss to the Government on those 41 projeets of $952,888.  This loss
is ‘approximately 7 percent of the face amount of those mortgages.
It is not possible to estimate the FIIA total loss on the remaining
projects beeause it is not possible to know the price at which they
can be sold.  FHA has estimated that one $3.9 nullion mortgage ona
woject in nearby Virginin (Lewis Gardens), on which the sponsor
wnd a $970,000 windfall, will vesult in a loss to the FHA of between
$700,000 and $2 million.

Most of the mortgages insured by FHA under the seetion 608
program have more than 25 vears (o run to maturity,  "The extent to
which those properties may be adequate security for the mortgagoes will
depend in large part on the extent to which the owners maintain the
properties.  This is a matter over which FHA has but little effective
control, Tt is just not possible to forecast what may be the Govern-
ment's ultimate liability on these mortgages exeept to say that it is
potentially a substantial liability.

There are now owtstanding mertgages under the seetion 608 program
with unpaid balanees of $3,014,076,304. The potential liability of the
Government as gunrantor of those mortgages may be seriousty affected
by the fact that in a great many cases the owner of the property has
no investment in the projeet.  Some projects were apparently built
with the view to making a quick profit from the mortgage proceeds,
and not wiih the view to obtaining long-term vental income.

It is likely that some of these projeets will just not last. the 30 years
over which the mortgage is payvable. Many of the projeets in which the
owner has the smallest investment arve large properties with in excess
of 1,000 and 2,000 apartments.  There is the dangerous possibility
that some of these properties may ultimately become slum areas.
When the owner of property has made no investment, and his objective
is to obtain the greatest: short-term gain from the property without
regard to the lupg-term maintenance and preservation of a property,
those conditions exist that frequently result in ereating slums.



FHA INVESTIGATION 69

Table V, on page 79, shows the number of projects, the amount of
the mortgages, and the Government’s investment, by States, in those
defnulted projeets.

The lavgest number of defanlts oceurred in Louisiana in spite of
the faet that only 1.5 pereent of the total number of mortgages issued
under section 608 were in that State.  Forty projects with 2,279 units
and mortgages of $19 million defaulted in Louisiana.  This is more than
30 pereent of the total number of units constructed in Louisiana
under seetion 608, and more than 35 pereent of the dollar amount
of the mortgage commitments issued in Louisiana.  To date the
Commissioner has sold but one of the projects taken over in Louisiana,

In the public hearings at New Orleans, the local FHA officials were
asked to account for this high ratio of defaults.  ‘Their explanation
was that multifamily housing units were forced upon the community,
by FHA in Washington, and that the community was not ready to
aceept and did not want that type of dwelling unit. They told the
committee that traditionally people in that area had lived in single-
family homes, duplexes, and quadruplexes.  The people did not want
multifamily residential units and many of the projects taken over by
the Government on default had an occupancey of less than 25 perecent.
Over the years that the Government has managed those properties it
has slowly built up occupaney to a satisfactory level.

An even larger number of defaults, but involving total mortgages
in a smaller dollar amount, occurred in IFlorida. %‘orty-tlu‘ec mort-
rages covering 2,330 units and with FHA mortgages of $16.2 million
mve defaulted in Florida,  This is 22.7 percent of the mortgages
issued in Florida.

Other States in which there have been substantial defaults are:
Virginia, South Carolina, Oklahoma, and Arkansas., New York,
which had 20.9 pereent of the total dollar amount of mortgages
issued under the section 608 program, has had only 8 defaults on
mortgages of $9.5 million.

The tables referred to above follow:
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VERMONT 137 ose
MONTANA 135 ] ose
PYOMING LT orn
N.DAKOTA a3 ] o :
D 5 10 13 20

THOUSANDS OF UNITS



FHA .INVESTIGATION s &

TasLe II

PROJECT MORTGAGES INSURED UNDER SECTION 608, BY STATES
1942 THROUGH 1953 '

awont  PERCENTAGE DISTRIBUTION BASED ON AMOUNT OF MORTGAGE

1L
: 110uSins O 50 100 180
WEW YORK _T§715.913 CIX
NEW JERSEY | 383445 I ‘KIJ'J?J
MARYLAND_ _ | 341,832 10%
[Yikoinia " | 204418 <ot | -
[PENNSYLVANIA | 186,863 a5t ]
CALIFORMIA 148,741 . a3y
[1iLinos 138,086 0% | 11 »”
OISTRICT OF COL.| 138,567 a0t ]
| GEORGIA 130,110 et T
TEXAS 129,607 30 : J
[ OHI0 117,742 X3 . |
WISSOURI 71,994 Ty |
FLORIDA 71,088 &s ]
ALABAMA 62410 ] T .
MICHIOAN 54,756 et
LOUISIANA | 34,090 Ton 1 '—\
N.CAROLINA 53,300 I
[WASHINGTON_ | 40,881 Ty
[INDIANA 47,046 | .
MINNESOTA 40,649 %7 | -
[ TENNESSEE 40,370, ity |
S.CAROLINA 39,204 T S
OREGON 38,150 . |
WISCONSIN 30,894 Ay ]
OFLAWARE 28,331 M
BUERTORICO | 20,274] 7 ov ]
//‘».
i

!

_[ALaska - 27,600] 7 x| :
[MASSACHUSETTS| 24,775 K ™
CONNECTICUT | 21,719]] en
KANSAS IR
OKLAHOMA 20990 % .

KENTUCKY 18,517] s\ ]

COLORADO ]

iowa .
NEBRASKA

WISSISSIPPI =Tk

WAINE
NEW MEXICO

./

S.0AKOTA
REW HAMPSHIAE
NEVADA

WEST VIRGINIA

e
u.bmqlso.m. * 100.0%

 RHOOE ISLAND |
VERMONT

[N DakOTA |

i
\\\( /
/.’-
|

[ 50
MILLIONS OF DOLLARS



Tasre 1I-A

PROJECT MORTGAGES INSURED UNDER SECTION 608, BY YEARS 1942 - 1953
NUMBER AND AMOUNT OF LOANS INSURED, PREMIUMS RECEIVED AND MORTGAGES FORECLOSED

A

QU > O ) © G- (e o N 2 )
(LI IEAIEIES @‘M»%" /P
1ol

N

SN

A 5 i

MILLIONS
oF YL Y LYY LYLELYLEYEIA
™ ©
o (AN LA AL SN A E LTS
» l "
! “ |
900} — l |
AMOUNT OF LOANS INSURED
$ 3,439,700,000°
7% T o T
|
600 !
!
!
430
300
150
°
MILLIONS ol - .
OF DOLLARS, v — - : -
KEY STATISTICS - SEC. 608 - MAY 31, 1984
30! FeE aND PREMIUM INCOME $ 113,867,000 | |
NOTES AND PROJEGTS MELD (14,894,000
W 23] PROJECTS AND NOTE SOLD (a1}
3 COST TO FHA $ 13,972,000
S$ 20} SALE PRCE _13,020,000 —
aQ Net Loss os o 5/31,54 - $ 952,000
g PPN SN VR N G AN A ..
3 /
3
x 10
) 5
0

MORTGAGES INSURED, FACE AMOUNT
NUMBER OF DWELLING UNITS
AVERAGE MORTGAGE PER UNIT

ESTIMATED COST PER UNIT_($9.000)

FEE INCOME

PREMIUM INCOME
Totct Fee ond Premium income

PROVECTS OWNED BY FHA as of 123133 (135)
Toto!) Holdi

x] 1
PROJECTS COST TO FHA (28)
* Net Profit on 28 Projects Sotd

KEY STATISTICS - SECTION 608, 1942 - 1953

e e —— e e

$ 3,439,679,000 = 100%

(Statuatory Limit - $ 8,100)

465,680
$7,386

0 e e T
MORTGAGE NOTES HELD 8Y FHA - 12,31/33 (103)

.WM'”'QMY-SU 1954 13 PROUECTS WENE SOLD AT A LO3S OF §1,131,600
—yre

® £ T LOSS &S OF MAY 31,1954 $952,000 Oh 41 SACUECTS SOLD 027%

oL
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TarLE [1-B.—Project mortgages insured

under section 608, by States, 19

t

\umhor 1o Total o yginte
Code of i Funher s mortzate | s
projects ' - it inclusive

i je written !

. . |
01 Alibama ... .. .. ... . . ... ... i 205 10,275 $62. 410, 418 ' $1, 091, 000
(12 ¥ o 0 T H 37 w7 5, TR, 712 831, 700
03 | ArRansaS. ... i aaeiiicieaan ! 48 932 6,567,000 (..... ...
o4, Californin ... L. il ™08 21,575 148, 741, 767 5, 683, 562
05 1 Coloredo ... ... ... ... .. i 60 1. 896 13.413, 144 1, 993, 500
06 ; Connecticut. . ._.._.._ ... ... . ... | 45 3,013 21,779,200 | 4,373,900
07 i Delaware. ... e e el ! 15 3,771 28,331,277 1. ..
08 | District of Columbia_ . ... 11T 711100 ! 170 10037 | 135,367, 466 | 21,496, 149
00| Florici ... . .. ! 317 10,669 | 71,088,500 136, 500
10} Georgia_. . ... . ... . 157 18,882 | 130,110,030 | 2,998, 700
12 | Idaho ... ... .. .. ! o 8 571 4,572,600 [ . ... ..
13 ) Ilirnis. ... ... 0 _ .. R 26 17,012 138,056, 106 | 9, 125, 500
15 | Indian: 103 6, 065 47, 046,792 273, %00
16 | Towa 27 1, 591 12,873,300 [ ......
18 | Kansus 68 3,243 21, 478, 957 2,224, 40()
20 l\enm(k} 80 2,247 15, 517, 056 440, 900
22 | Louisk-na .o l.l 82 7.071 54,091.017 4,827, 100
23 | Malne ... .. 14 688 2,412,661 2, TO0, 661
24 | Marybnd . ... ol 250 34,221 | 241,832,724 | 25, 6UR, 000
25 | Massachusetls. ... ... . . .. . .o......_. 36 3, 1885 24,775,818 | 2,966, 900
26 | Michigen._ ... .. ... ... . ... ....... 229 7.211 5%, 756, 794 3. 270,324
27 | Minnesota._.._...._.._._._.. . . 144 5,037 40,649,199 |..... . . .
.28 | Mississippt.... ... ...l 40 1.852 10,178,200 | ... .
29 | Migsourt ._.._. ... . 128 9,439 71,094.204 | 3,026,000
31 | Montana_..... .- 3 133 901,200 | ... -
32 | Nebraska. ... - 51 1, 786 12, 823, 580 236, 600
33 Nevadn.......... ... ... - .- 13 1, 576, 500 .- -
34 | New Humpshire. .. .. . _ .. . ... ... 7 1, 671, 840
35 | NewJersey.. ... .. . . __. : . 510 51, 451 38, 445, 402 | 20, 579, C87
36 | New Mexico....... __..... .. . s 11 2,109,978 | ...
37 { New York._ ... ... ... D 736 85, 807 719, 913, 566 5, M'vﬁ 0m
38 | North Carolina_ .. ... __._._.._ . .| P 9,107 | 53,381,898 | 3,126,900 |
40 | North Dakota_ . _..._.. ... . . | 3 43 287.552 |oeae . ..
41 [ Ohfo. . ... ... ... 272 16,207 | 117,742,671 | 13,372,389
42 | Oklahoma......... ... .. e el 110 2,974 20, 996, 442 1238, 700
43 | OregON. ... ... ... il i eel.. 138 5, 156 38,150,132 | 4, 150, 141
44 | Pennsylvania. . e e . 343, 19,474 156, 863, 728 871, 600
45 | Rhode Island . ... ... .. ...l . 6 i 210 1,518,900 | ... . ..
46 | South Carolina. . ... . .. .. .. .. .._._. 85 6,320 39, A4, 767
47 | South Dakota._ . . 8 1, 885, 000 i
48 | Tennessee- .. 115 6,91 40, 370, 159
L1 B S < 377 19, 432 129, 607, 415
521 Utah 22211070 SO, 18 737 | 75,477,895

1947

!
I
z e
|

i 1948

14¥49

$9, 105,200 '$15, 992, 100 '$15, 843, 300

959, 750

4, 425, 700
4,245.400
2, 102,300
4, 179, 800
2, 495, 400
8,075, 400
17, 52‘3, 200

' 41, 450, 500
4, 621, 300

10,0 067, 300

8,427,100 |
71,399,100 |

3, 113,850 |
963, 300 !

1 58, 431,812
606, 100

5. 336,100
4,021, 400
11, 529, 500
! 27, 594, 300
| 22,776, 000

1,045,
10, 818, 648
3, 105, 202
76, 500
3. 169, 300
2, 774,400

964, 600
10, 215, 400
90, (00
1,779, 800
1,039, 300
101, 400
76, 913, 750

102, 400
5,000

5, T84, 070
9, 521, 500
10, 363, 900
24, 621, 350

738, 000

4, 636, 000
541, 100

4, 522, 500
25, 065, 317

14, 709, 100

100, 129, 400 |

103,814
4%8, 000
56, 282, 345

351, 900

4,317, 000

11, 590,000

66, 249, 000
20, 419, 500

40,285,900
707300 |

13, 931, 197

15,303,700 -

3. 626, 700

4,739,318 |

2,512,
11, 667,

300

S0t -

85,219,000

6, 001, 500
16, 217, 000
16, 214,679

5,811,900
10, :-ﬂ, 5

57, 382, (34
634, 80)
17, 865, (00

'

231, 964)

9, 091, 800
38, 517, 989

929, 600

i

32 through 1953—dollar amount of mortyage distributed by years

9. 654, 200
13, 163, 300
5,119, 300
40, 182, 200
345, S00

41, 906, 290

8,350,348 1.
21320000

19,305, 300 |
8, 904,200
7. 547, 439

3, 1x2, 000

14, 191,900 | 8,

1
10, 431. 251
290, 400 !
10,971,322
14,200
21. 692, 465 |
1. 910, 500 |
265, 900
1,405, 900

- ¢ 1952 and
1950 1031 e
$14.771. 420 $5,601.889 $5, 500
THOSUS
’ 4.«.30 3

5,037, 273

23,169
" 420,520

il
50 |
2. 447,900 |
32,002, 228 ] 15, 15%, 731
805, 000 | 6, 200
1,551,397 | 1,201,400
537,200 ...}
178,587 | . ...
N5, 262,632 1 32,045, 198
K10, 20 T2, 478
2 550,300 71, 115, 696
16,017,600 | ...
. . 97,000 |
37,328,754 | 37,064,309 |
2, 615, 550 123,192
11,259,722 . 1,123,000
5%, 551,135 | 7,010, 09
96,100 | . ...
14,121,400 1762, 447 |
L212000 .. . ...
23, 641,959 | 2,993,700 |
42,493,300 | 9.963, 100
2, 535, 695 787, 300

NOILVDILSAANI VHA



TaABLE I1-B.—Project mortgages insured under section 608, by Stales. 1942 through 1953—dollar amount of mortgage distributed by years— Comn.

Totsl ;
Number | «- i 1w2to
. : Number | mortgage | I - 1952 and
Conle State of ryomo S U TR R TYY 1948 1949 1950 1951
projects | of units | eritimar 1 inelusive ! 1953
——— ' E..._,,,AA ——— e ;.-.., [ O, - (S ——
53 4 137 $LIIN, 200 | ... ,....-!....,.,...,. $700, 000 260, $100, 000 o7, $00
54 301 | 29,700 | 204,415, 669 25, 516, 500 337, 572, 300 60,588,000 | 33, 17%, 255 756, 600 304, 814
56 111 6, 369 48, 881, 972 619,300 | 11,934, 400 10, 885, 948 9, 023, 407 1,610,130 |- ... _.....
57 12 209 1,562,000 {oaeeeicmecloncacccnann 224, 800 939, 500 374,000 23, 700
58 156 3,828 , 894, 284 82, 700 6, 129, 700 4,098, 346 17, 351,885 1,07),168 |............
59 5 71 401,125 228,400 |- vonomnene : 325
60 19 2,357 | 27,070,601 |...._ . . |LTTTTIITTTNL LD
70 51 850 4,736,700
80 25 4,947 | 28,274, 600
81 | Canal ZOMe . -..oooooooooooacoooomoo oo |ememmmme oo el
82 | Virgin Islands. . oo i e e eee e cm e e jmoemecesnon
7,048 359, 912, 206 x 1 28, 571, 950

465, 680 .3, 439, 678, 928 (174, 936, 722
i

605, 862, 784 i996,589,229

1,007, 627, 557 ;256, 178, 471

72
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TABLE III.—Summary of section 608 projects investigated on which data were available

North Carolina.
North Dakota. .

i ‘ ! H i
i Number Number (- ‘i Total mort-
| PRk ARk T'ot:1 mort- ‘Excess of mort- | Excess of total
Totsl mt‘l;':;i(fh : mt::'r:f ! . Tot Fmort- £1ge proceeds “‘:‘ﬁ‘?g‘:geeds gage proceeds COSts over
Code State projects | oM e, Kike procecds | where there was n:re (col. 5) over | mortgage pro-
windall | windfall - I was a windfall windfall total cnsts ceeds (col. 6)
. I
(4] @ 3 ) i (5) (6) (6] (8)
! |
( |
of | Alsbama.. . ... | ssu3e| 2,322,803 81,221,595 $188, 560 $3,377
02| Arizona .. ... ... . __ .. . S s . [P A
03 | Arkansas__ . [ IS I - U N,
04 | California | 29, 000, 200 i
05 | Colorado. . . .. . .. AR SRRSO S -
08 | Connecticut.... ... . e '
07 | Delaware .. N 7,974, 400
08 | District of Columbia. . i 24, 626, 616
09| Florida..... . ... ... . Sy FT
10 | Georeia. ... - : 1, 402, 000
12 fIdaho .. eI T T e —
13 | Iliinois. R TE I X AR SR 2 R TR T, N AR RRR 3
15 | Indiana 21, 489, 848
18 P lowa. . i T ST =
18| Kansas_.._ ... ... . ... __. 1,887, 500 <]
20 kenmcky.- ............ » 2. 419, 250 ﬂ
22| loulstana _.... ... .. __. 22,779, 200 22,779,200 | ... . ) [»)
23 | Maine .- eeeniman P F P . >
24| Maryland__. _._____ ... .. __. 41, 043, 200 39, 507, 400 1. 535, 800 =
25 | Massachusetts. ... . . e 8
28 | Michlgan ..__...._.._._. __. 2
27 | Minnesota ... _ . _ ..
28 | Misstssippi_...... .. .._.__..
29| Missourt ...._....._.. _ __.
81| Montana... ... ... ... __.
32 e N P,
33 | Nevada .
34 | New Hampshire. ... .. .. 0"
35| NewlJersey .. _. ... .. ... 21, 692, 592
36 | New Mexico. ....._.._.._._._ e
37 | New York.._ . ....._......__. 16, 385, 163
38
40
41
42
43
44
45
46
47




TarLE II1.—Summary of section 608 projects investigated on which data were available—Continued

|
Number

Number Tot~1 mort- | -
e which | in whi Total mort- " Excess of mort- | F.xcess of total
. Totrl “‘J::;'th mt;:‘!}_lech Tot 1 mort- | gage proceeds g“ﬁ'ef:?f,‘;gs gage procveds costs over
Code Stte projects was a wes no | BeB¢ proceeds where there WBS no (col. 5) over mortgage pro-
windfall | windf. 1l was a windf"11 windfall toto] costs ceeds (col. 6)
1) @ (&) (O} (O] (6) @ (8)
:g "}‘onn«ssee_._. . $1, 380, 146
POXAS L. L. i il i eaiieiaeeeeeeolb 6 6 86,738,520 $6,738,520 | .. .. ... .. . .. . ....._.....
2 2 ¢S SO PR R NS ST D SR
88y Vermont.. ... . __.
5 Virginda.. ... .. ... ... oo ...
56+ Washington._. .o e il e e e e o )
57 | West Virginia..
58 | Wisconsin .o . e aeaans
59 | Wyoming... ...
60 ' Alaska
70 | Hawail
R0 ;| Puerto Rico.-..
81 | CanalZone . ... . . .. ..........
82 | Virgin Islands,

Not distributed by States

Thnited States total

590, 118, 276

148, 422, 451

75,824,239

| 6,876, 645

9L
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TABLE IV.—Summary of section

608 projecls investigated on which tolal mortgage proceeds cxceeded tolal costs—excess mortgage procecds

distributed by years

! | | | !
. Excess of | H | ;
. Number Number | Total mortgage | | !
Code State of ‘of units | mortege | proceeds , 194445 1946 1947 1948 1949 1950 1951 o 1952 1953
projects proceeds | over total l
costs i

01 | Alubama....._......._..
02 | Arlzona. ..ol i ceee e
03 | Arkansas. oo e e e e
04 | Californin..___._
051 Colorado....o. . b e
08 Connectlcut.. PRSSIN SO PPN SIS NS
07 | Delawur
08 | District of Columbia..
09 | Florida
10 | Georgia
12 | Idaho
13 | Illinois
15 | Indfana.
16 | Iowa.
18 | Kansas
20 | Kentuck
22 | loulsiana.__..________..
23 | Maine . __
24 | Maryland._.
25 | Massachusetts ..
26 | Michigan.__.._ .. b
27 | Minnesota...... . .. | B A, . .
28 \Ilsslssippi ____________ 3 1. 741, 600 - R .
29 :}mo.m . 2 844 | 7,426,757 405.% L o oRe 617 | $116,621
31 ontana. . _............ . R
32 | Nebraska.__ .. ... .. .. AT U
33 { Nevada...__.. .. . [ . D I
34 | New Hampshire . e o S i .
35 i':'vw '1,\(1”) . [ 1] 9, 826 1,761. 111 | 1,527,586 | 2,547, 194 } 186, 29) 178, N36
36 ew Mevico... . . s .- [T ! S
37 | New York.. .. RN 145 34, 477 12, 304.00.) ..’168 860 | 15, 845, 253 | 1, 550, 206
38 | North Crrelina._. ... | . ... { ... _..... .. . [ . P
40 | North Drkota. _ ... {. ... ... _ _.
41 | Ohio___ ... . ... 7
42, Okl homa._ ... ... ... e e
43 | Oregon . . ) VR DN SDISUITIN PRNDUSUIPII PUNUN SR SUIN SUSUIUIP S B
44 Pennsylv-mir..
45 | Rhode Island._ -
46 | South C-rolina___ .
47 | South Drkota.. .._.
48 ' Tennessece

NOILVOILSIANI VHA
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TaBLE IV.—Summary of secltion 608 projects investigated on which lotal morlgage proceeds exceeded lolal costs—excess morlgage proceeds
distributedby years---Continued

Excess of

Number | arymner Total mortgage
Code State of Ao( units mortgage proceeds 1944-45 1946 17 1948 1949 \ 1950 i 1951 1952 1953
projects procecds | over total i
costs 1

$6, 735,520 | $1,380,146 |- ... .. loooooo | $185,520 | $811,052 |  $383, 574 S PR
5,200,457

Virgin Islands .
United St testotal.. 437 72, 052 1590, 118, 276 | 75, 824, 239 155,700 | $12, 523 | $525.616 |2, 166,369 | 18,774,176 | 20,203,515 } 21,729, 228 |$9,144,936 $3,112,176

TRBIBLIIKZERS

8L
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TavLE \".——l)ispoxition of section 608 projecls in defuult

Commissioner-owned projects Mortpage notes assigned to Commissioner ! Projects sold at "May 31, 1954 |
n R e - i . ' -
! L;g,rrr:(r}:i\s- Commis- ‘ (ig:gg.‘“;' Commis- ! ; ‘ Net profit
Code State gi'm(:;u\'um- Amount | invest- bllr?{!:\:tf ;'(,'r""[ Num-| Amount | invest- siir?:x:‘\r: ;:"r’m},\um- Amount | Cost of Total (]3;‘)
i ber of| of mort- | ment at 5 r of g =

her oft of mort- © projects sales

of mort- | ment at it .
ment at | proj units| gage sold price

ment at | proj- ! “units gago date of Moy 31

Proj- | inits|  gage dateof |yl o

ects Pl ects | ects
acquisi- acquisi-
tion 1954 | tion |
! i
! ! | | '

01 $719, 100? $678, 119 5697,066! lj 96| $692,000! $676,329. $598. 405, 2 128 $750, 900 7.433; $715, 775 (821, 658)
02 71, 500 706, 370' 4' 72| 523.000] 513.556] 454,723 .. . b o
03 1, 471, 149, 3 44| 310,000, 284,017 286, 699 4 76; 568,000 567,914
04! California. ... e e e 2| 27 736 3! M 1, 419, 970
05
06,
07
08
09
10,
12
13
15
16 -
%g 881,815
g 1, 100| 8, 713, 500 8,661,878 (15, 036)
24 Maryland ... .. . | e feemaeaas
25| Massachusetts. .._._ !
26 Michigan___._... ...
27| Minresota.... ...
28| Mississippi.........
29| Missouri. ... ...
31} Montana....._.......
32{ Nebraska.............
33| Nevada...._...._..... R .. .
34 | New Hampshire. .. ___ . 1292 R DU P
35 | New Jersey ... __._ ... , 611, 1, 563, 812; 6, 729, 400,
36 | New Mexteo._ ... ... .| |oeo oo ... .. R i.. | i
37 ! New York_ ... _..._._ . 5,804, ! 3 “455 3, 84, 000 3,646, 456, 3, 685, 159, 1 42 170, 0('01 179, 193] 168,624
38 | North Carolina_. ..... 358,300; 330,223 L 902,600 8538,802; 824,328 1 500, 1,670, 000 1832.615l 1,870, 100
40 Nort.h Dakota......_.....0...... [ ERR .. ‘4.... ISR USRI SRS S A PRSI B .«_‘_.-_.‘
41 1 Ohlo . e e emmma e e e e e e 2 24 039. 233!
3 22ﬂ 1 880 000; 1,764,&2 1,692,019; 2! 252 1, 913,000‘ 1, 822 225‘ 1, 1"'9 000‘ (64.! 225)
44 24, 176,032, 167,648 160,222\ C TS TCTNITTIIIIIIC [ ISR SNS 1 ..........

NOLLVOLLSJIANI VHJ



b o momr L e e P e W e PR e T O i LV BTN (S, DR R T I

B T R STV SV -~ .

TagLE V.— I)l\‘posltl()lt of

seclion 608 [)I‘OJ((LS in de faull—( ontinued

Commissioner-owned projeets \ Mortgage notes assigned to Commissioner Projeets sol'd at May 31, 1954
Commis-: op | i : ("-'"""is' Cominis- ' Net profit
Code State Num- o Soner's | giner's  Nume' s Sloners goner's Num- ' e
| * ber of § Num- Amount invest- invest- ber of \um- Amount . invest- nvest-  ber of § \um- Amount  Cost of Totul (h.58)
woj Per ef of mort- mentat IR0 T ber of of mort- mentat S S TR of of mort- projects * sales -
J ““ unn\ gapge date of e Prol- nis gage . date of tntat o pre }. umh Fage sl price
“ets acquisi- May 31, . ects aeqsi- May 31,  cets
g si- o= : R
tion 1954 : ' oothn ! '
45  Rhode Island . O L. Yo o B
46 South Caroling .. .. . 11 'N) \i 359, 98Y }6 Hb, .’&i %i N 471 ?2. MI-. 853 '52.814 hhl \.’. ﬂ-i() 42“ R
1w \nulhlhkut.x ....... e . B e el ol R e R . I
48 l(-nm-\wv J 1 24 188, A0, 133008 175 ‘ns e . . .-
. . . . 1 6 25% 1,513,500 1,455,019 1,450, ‘.mm 5, l\N l |'r.'. l(lfl ] lﬂ.\ 514 LI2RISY C o0 - o e e e .
a2 B B BN e e il L e B - - - B T L e res = eeee ee eieeaieaon
53 Vermont . . ' A S . :
5 Virginia_ .. AU . 4 L2088, 922,468 h ‘sll'Z.“‘J'x 8,719,351 2 225 l JNO6, UM 1. TM ()‘I.S l O8N, 4"4 353 ‘BJ ll() 200 M ll" 16 ‘33 331, :lm *2"1 284
s Washington._. .. . . 1 543 4 143,600 4, 104, 083, 4..;»\(9;.; S T e e el e
57 0 West Virginia . . . e e e e el - Lol e o .
M, Wisconsin . ... . . e
590 Wyoming.. ... ... C el e
60 Alaska .. oL 37 439,500 426, 971' 442,634 .
70 Hawaii ... . ... . .0 . . .
80 PuertoRweo......... . .. . . . ' . L TR LIARG 9,446,200 ‘g, -.SJ.-A‘ 19,627,290 .
81 Cuanal Zone.. . .. PR R, AT e el O,
82 Virgin Islands. .0 .0 .
! TUnited States total. 137 7, th ';3 (»05 PP 5.{ 133. (l.)l 53, 841, 330 113 R ('rl-l 63, uf’ 2&) (»!.&»4,586 61 052, 2‘24 41 2,870 14, 097, 666.13, 971, 8"9 ld 018, 911’ (952, 888)

08
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FHA INVESTIGATION 81

Secriox €. THE Minitary Housing Proaram

Section 803 of the National Iousing Aet, commonly known as the
Wherrvy Act, relates to Government financing of multifamily resi-
dential wnits at military installations. Mortgages amounting to
$596.2 million on 236 projects containing 74,085 units have been
insured under this section of the act. It is substantially like the
provisions of section 608 and was continued after the expiration of
section GOS to encourage still badly needed rental housing for military
personnel.  This program differs from the section 608 program pri-
marily in that a certificate is required from the military before the
FHA can issue its mortgage commitment. The military approves,
and in many instances initially drafts, the plans and specifications for
these projects,  The jurisdiction of FIIA is limited largely to re-
viewing the judgment of the military before issuing its commitment.

Virtually all of the projects built under this program are on Govern-
ment-owned land and I'ousod at nominal rentals under long-term
leases.  The early projects under this program were generally on a
negotiated basis.  The most recent projects have been awarded upon
competitive bidding, but we find that the award has not always gone
to the low bidder.

Most of the abuses inherent in the section 608 program have also
been found in the military housing program. Effective June 30,
1953, the Congress amended the acet to require cost certification on
completion of the project and a reduction of the mortgage by the
amount in excess of 100 percent of the costs.  One builder has testified
hefore us that he did not regard this provision applicable to commit-
ments issued prior to June 30, 1953, and that he intended to “mortgage
out’ on a project now under construction,  Of course, on completion
of the project the Commissioner does not have to endorse the mortgage
(without which the Government guaranty is not effective) unless
satisficd that there has been full compliance with the statute,

SecrioN D. Lawyers ArreAriNG Brrore tHeE CoMMITTEE

The conduct of some of the attorneys appearing before this com-
mittee has not been conducive to that standard of truth and justice
which the lawyers have and must advoeate.  Specific reference is
made to the following:

Arthur M. Chaite was formerly an attorney for the Federal Housing
Administration. In recent years he represented the lan Woodner
interests which were involved before the Federal Tousing Adminis-
tration in projects with almost $50 million of mortgages. Chaite
was one of five former FHA people emploved by Woodner. He
testified that he had received fees totaling $66,000 from the Woodner
interests.  But an examination of canceled cheeks of the Woodner Co.
disclosed canceled checks, cither payable to the order of Chaite or
pavable to eash and endorsed by Chaite, in amounts exceeding
$155,000. When confronted with these checks Chaite identified an
additional $10,000 of checks bearing his endorsement which he said
were reimbursement for travel and other similar expenses and which
were not reflected on his books. e also identified a checek for $25,000
which he said was given to him as agent to purchase real estate for
Woodner.
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There remained, however, checks aggregating more than $50,000
which Chaite was unable to explain. Some of these checks were
payable to cash, but most of them named Chaite as the pavee. As
to each check Chaite identified his signature as endorser of the check.
In most cases the check had been cashed at the bank and currency
delivered to the payee by the bank. Many of the checks were for
exactly $5,000 each.

Although identifying his signature on each check, Chaite said undev
oath that he had no recollection of whether he ever received the
proceeds of any of those checks, who had received the proceeds of
each of those checks, or the purposes for which any of the checks had
been issued. His books do not reflect his receipt of the proceeds of
any of those checks.

Chaite had been employed at FHA during a period of time in
which Clyde L. Powell was Assistant Commissioner in charge of
projects such as those in which the Woodner interests were involved.
Powell’s sometimes mysterious activities are discussed elsewhere in
this report. The records of the Wardman Park Hotel, where Powell
lived, show a number of telephone calls from Powell’s apartment to
the home of Chaite, five of which were in 1953. When interrogated
about these calls Chaite stated under oath that he could not recall
whether Powell had ever telephoned him at his home or what any
such call might have been about. It may be that Chaite merely
has an extremely poor memory, but it does not appear that this mem-
ber of the bar contributed to this committee's search for truth and
justice. It seems reasonable to assume that Chaite must have known
more about that $50,000 than he was willing to tell this committee.

George I. Marcus, an attorney from Hackensack, N. J., appeared
before this committee as attorney for Sidney Sarner. a builder.
Marcus approached the witness table with a bitter denunciation of
this committee for revealing to the press testimony given by Sarner
in executive session. He belligerently attacked the committee for
newspaper articles written about his client. An examination of the
newspaper articles showed on their face that thev referred wholly to a
statement released to the press by the Administrator of the Housing
and Home Finance Agency, and that they did not refer to any infor-
mation emanating from this committee,

Marcus refused to permit his client to testify unless he was first
permitted to make a statement.

The culmination of Marcus’ attack on this committec came when
he accused the chairman of this committee of “shooting off his mouth”
about supposedly innocent builders. Following this tirade Marcus’
client, Sarner, took refuge behind the fifth amendment when interro-
gated about the rental housing project of which he had been the
principal owner aad with respeet to which Marcus had been his
attorney and adviser from the inception. Marcus wes then asked
questions about the executive session, to which he repeatedly replied,
“I refuse to answer.” :

The committee later learned thet Mercus was himself the <ponsor
of several section 608 projects.

Daniel B. Maher, an attorncy in the Distriet of Columbia, accom-
panied Clyde L. Powell in his three appearances before this committee.
At the April 19, M54 hearing, the first question asked Powell was,
“How long have you been with the FHA?’ He refused to answer the

-
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uestion on the constitutional privilege against self-incrimination of
the fifth amendment. The chairman then said:
The witness does not have to answer unless he cares to. We certainly are not
going to force you to do so. [ will say this, that we were hopeful that you would
be able to assist us * * *,
No further questions were asked of Powell and no criticism of his
failure to testify was made.

On leaving the hearing room Maher released to the press a state-
ment, apparently prepared in advance of his appearance, that was in
part as follows:

Mr. Powell has been further advised [presumably by Maher] that the only
legal basis upon which the Houses of Congress may exert investigatory power is
in the aid of the legislative function. That further, this power has been shame-
fully abused, and is now being abused, by certain congressional committees. He
has been further told that congressional committees, instead of confining them-
selves to their proper function, have in effeet constituted themselves as the
grand inquest of the Nation, acting as informers, witnesses, prosecutors, judges,
and juries; all of this under the guise of exercising a legislative function.

Mr. Powell has been further advised that, in certain instances of unrestrained
congressional inquiry, the reputations of honorable men-have been desiroyed;
and that such men are without any legal redress whatsoever bhecause of the
absolute privileges of immunity from suit for slander which attaches to Members
of Congress and witnesses before congressional committees. e has been further
advised that to one like himself, who values his reputation, the injury from
slanderous statements and unjust accusations, to which onc appearing before a
congressional committee is subjected, is immeasurably more disastrous than any
punishment available to the Government when imposed by a court.

Mr. Powell has been further advised that the only right which he may success-
fully invoke before this committee is the right to refuse to testifv against himself.
That being his only recourse, he has been advised to invoke it.

Protestations about Powell’s innocence and his reputation should
be read in the light of the disclosures about his conduct recited under
“Integrity of FHA employeces.’ . ‘

On June 29, 1954, Powell again appeared before the committee
accompanied by Maher. He was asked to explain the procedures
for FHA commitments under section 608; he was asked whether he
had intervened in certain specific projects for the benefit of certain
named builders; and he was asked about his alleged criminal record.
As to each question he refused to answer under the fifth amendment.
The chairman then put into the record a report by the Federal Burcau
of Investigation on Powell’s arrest record. Powell similarly declined
to answer questions with respect to that I'BI report.

At the conclusion of that hearing Maher said:

That on the occasion I originally appeared before this committee, and again
today, may I state this in simple candor to each member of the committee, that
I have appeared before mrany congressional committees, and never have I been
treated with greater courtesy than 1 have before tlic Banking and Currency
Committee.

Nevertheless, on July 14, 1954, Maher filed a petition with the
Secretary of the Senate asking that Congress—
expel such members who have violated their oaths * * * by committing the
acts heretofore sct forth above,
The acts therein set forth included detailed reference to disclosure
of the FBI arrest record of Powell. The petition, signed hy Maher
and not by Powell, contained an affidavit by Maher that he merely
“verily believed the statements therein tp.bv true.” The petition
therefore cannot be said to be a sworn petition. The petition denied
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many allegations in the FBI arrest record of Powell, but with every
opportunity to do so Powell has refused to challenge under oath any
statement in the FBI record.

It has been common practice for generations to include in the record
of congressional hearings reports such as an FBI record. For many
yurposes such governmental reports are even considered by courts of
aw where the rules of evidence are more severe than before congres-
sional committees. Yet Maher's petition decused members of this
committee of violating their oaths, in the conduct of the committee’s
investigation with respect to Powell, and specifically asked that
members, presumably meaning the chairman, be expelled from the
Senate for including in this record that FBI report on Powell; although
Powell has not contradicted or disputed its statements.

Samuel I£. Neel is general counsel of the Mortgage Bankers Associa-
tion. This association includes among its members a large portion
of the Nation’s mortgage bankers who finance residential construction.
During the course of its investigation of section 668 projects, on
June 17, 1954, the Federal Housing Administration sent a question-
naire to each sponsor of such a project asking detailed infoitmation
about the project, particularly the actual costs of construction,

On June 24, 1954, Neel sent & memorandum to every member of the
Mortgage Bankers Association the obvious purpose of which was to
suggest that the recipients of that questionnaire refuse to furnish the
Government with information as to the cost of his Government-
financed project. Attached to Neel's memorandum was a letter
which he said one member of that association had transmitted to
FHA, refusing to answer the FHA questionnaire. And Neel sug-
gested that others might care to follow a similar course. He has
admitted also being one of the authors of that letter.  The memoran-
dum and the accompanying letter are printed in the hearings of the
investigation at page 3498,

Neel testified before the commiittee that neither the association nor
any officer of the association had asked him to advise the membership
whether they should, or were required to, answer the FHA question-
naire.

It is understandable how a lawver, when asked for adviee by his
client, might reach the conclusion that it was in the best interests of
that client not to furnish the Government with information it had
requested. In this‘case, however, an attorney for a trade association
of mortgage bankers, only one of whose members had presumably
consulted the lawyer, suggested to the entire membership that they
refuse to advise their Government how they had disbursed the Govern-
ment-guaranteed funds that they had received.  The result effected
by that advice may be indicated by the fact that more than 3 months
later only one-third of those to whom the questionnaires was sent had
answered.

Abrabam Traub is a lawyer in Brooklyn, N. Y. THe represented a
substantial number of sponsors of seetion 608 projects, The FHA-
guaranteed mortgages on these projeets exceeded $106 million. In a
period of 6 vears Traub drew cheeks on his law firm to the order of
cash in a total amount exceeding $1 million. In 1 vear he charged
$80,000 on the law firm income-tax return as a business expense under
the heading, “Miscellaneous clients’ expenses.”  Most of those items
were represented by cheeks deawn to eash. The bookkeeper for his
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firm testified that Traub frequently asked her to draw checks to cash
in substantial amounts. The record showed these amounts were fre-
quently $5,000, $10,000, $20,000, and even larger amounts. Checks,
payable to the order of cash, would be signed by Traub and a clerk
would be sent to the bank to obtain the currency. The hookkeeper
testified that sometimes Traub told her the purpose for which the
check was to be drawn, but on other occasions he would not so advise
her, and in these instances she merely charged the disbursement to
overhead,

Traub also testified that he had borrowed a large sum of money,
principally in cash, from a money lender now deceased. He testified
that many of these cash payments were in repayment of that loan
to the now deceased money lender. When it was shown that there
were frequently two large cash payments in the same day, he replied
that sometimes the money lender would come n in the morning for a
payment and then come back again in the afternoon for another pay-
ment.

Apart from such of these sums as were allegedly paid to this money
lender, and which Traub could not identify from the mass of cash pay-
ments, Traub could not explain the nature, purpose, or recipient of
any of those cash payments. The volume of the cash pavments in
relation to the total income of Traub and the total fees of his law firm
was such that they were in no sense an insignificant factor. 1t is
diflicult, to say the least, to understand his inability---or refusal—to
explain these transactions.

George T'. (race is o lawyer practicing in New York Citv. He
practiced with his brothers, Thomas, Patrick, and William under the
firm name of Grace & Grace. 1In 1935 Thomas Grace was appointed
FHA New York State director, a position he continued to hold until
1952, Yet after his appointment to that full-time Government job his
name still appeared on the stationery and on the door of the law firm
of Grace & Grace.

George Grace testified to receiving $291.000 in fees for handling
some 64 projeets at FHA, and to an additional $100,000 in other
income connected with FILA matters. e also testified that during
the period in which he received that money he paid $46.700 to his
brother Thomas. Tn 2 vears, while Thomas was State director, the
brothers filed a partnership return showing him as an equal partner in
the firm and distributing to him in each vear $19,000 of partnership
profits,

George Grace kept at least two different sets of records, each of
which was incomplete.  Many fees veceived by George were never
deposited in the firm bank account, never appeared on the firm
books, and were deposited only in one of his personal checking
accounts,  On other occasions the fee was deposited in his personal
account and at a subsequent date taken into the firm's account eithor
in whole orin part.  The record does not indieate that either George
or Thomas Grace testified fully or completely with respeet (o their
many financial dealings in FHA matters.

Marshall Diggs, a lawyer practicing in Washington, D. C.. testified
that several clients were brought to him by Richard MeCormack
(not a lawyer) in conneetion with rental housing ])l‘n‘jm'ls under see-
tion 803 of the Housing Act. Diggs testified that he did not know what
representations MeCormack had made to those prospective clients to
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obtain their representation. Each client was charged $5,000 for work
presumably in connection with obtaining an FHA commitment. Diggs
paid half of the fees to McCormack (although McCormack denied
receiving the money as fees and claimed the payments were loans,
presumably because he had failed to include them in his income-tax
returns). None of these clients ever received an FHA commitment
on any matter on which Diggs worked.

The presence of counsel at a congressional hearing is to advise the
witness of his rights and privileges. It is not that the lawyer may
testify for his client or seek to change the course of the congressional
inquirv. On occasions lawyers representing witnesses before the com-
mittee have sought to do so. In one instance the lawyer sought to
answer many of the questions asked his client. Once when he was
advised that it was the answer of his client that was desired, he turned
to the client and said, “Tell him * * *” The client replied, “I
can’t say that.”

The transcript reveals 1,386 lines of questions asked this witness
and 282 lines of statements by the attorney that were not asked for
or required.

The attornev was not under oath and did not have personal
knowledge of the facts, but he consistently insisted on answering
questions for his client—which his client, who was sitting next to
him, necessarily was in a better position to answer of his own personal
knowledge. '

We do not otherwise identify this lawyer for it is clear that he
participated in no personal wrongdoing and intended nothing im-
proper. However, his conduct did necessarily impede the search for
truth ond justice by this committee and could well have caused
members of this committee, or its staff to lose ecither their patience
or their equilibrium.

Secriox E. Tur Coxpucr or THis INQUIRY

It has been the purpose of this committee to conduct an impartial,
thorough. and scarching inquiry of the administration of the National
Housing Act, but with full respect for the rights and privileges of
every witness appearing before the committee. A set of rules for the
conduct of the inquiry was adopted by the committee and adhered to
with respeet to every witness. These rules of procedure are:

~ Resolved by the Committee on Banking and Currency of the United States
Senate that the following rules governing the procedure of the committee are here-
by adopted:

1. A subcommittee of the committee may be authorized only by the action
of & majority of the full committee.

2. Unless the committee otherwise provides, one member shall constitute
a guorum for the receipt of evidence, the swearing of witnesses, and the
taking of testimony, and the chairman of the committee or subcommittee
may issue subpenas,

3. No investigation shall be initiated unless the Senate or the full com-
mittee has specifically authorized such investigation.

4. No hearing of the committee or a subcommittee shall be scheduled out-
side of the District of Columbia except by the majority vote of the com-
mittee or subcommittee.

5. No confidential testimony taken or confidential material presented at
an executive hearing of the committee or a subcommittee or any report of
the proceedings of suech an executive hearing shall be made publie, cither in
whole or in part or by way of summary, unless authorized by the committee
or subcommittee.
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6. Any witness subpenaed to a public or executive hearing may be accom-
panied by counsel of his own choosing who shall be permitted, wf;ilc the wit-
ness is testifying, to advise him of his legal rights.

7. If the committee or a subcommittee is unable to meet hecause of the
failure or inability of its chairman to call a meeting, or for any other reason,
the next senior majority member of the committee or the subcommittee, who
is able to act, shall call a meeting of the committee or the subcommittee
within 15 days after the receipt by the Seeretary of the Senate of a written
request, stating the purpose 0%‘ stich & meeting, from a majority of the mem-
bers of the committee or the subcommittee.

8. Committee or subcommittee interrogation of witnesses shall be con-
ducted only by members and staff personnel authorized by the chairman of
tlie committee or subcommittee concerned.

In the course of our hearings 9 witnesses, 3 of them former FHA
officials, availed themselves of the constitutional privilege against self-
incrimination. On each occasion the witness was advised that it was
his privilege to decline to answer questions that might tend to in-
criminate him. No witness was urged to testifv when he expressed
the opinion that by doing so he might thereby incriminate himself.

While wholly respecting this constitutional privilege, the committee
was nevertheless deeply disappointed when a Government official, who
for almost 20 years had administered a housing program involving more
than $8 billion of Government commitments, claimed the privilege of
self-incrimination against all questions asked of him. Those questions
which related specifically to his official conduct as Assistant FHA
Commissioner. We do not question his legal or even his moral right
to have done so; we merely express keen disappointment at a former
high Government official having done so. Those who exercise a public
trust, particularly over a long period of years and with respect to
such large sums of money, owe the people who have been their em-
plover an accounting of their conduct.

here was also testimony before this committee of 16 former FHA
officials receiving money or property under circumstances shown by
the testimony to appear to be in violation of the conflicts of interest
laws and the corresponding regulations of FHA.

We are grateful for the cooperation received from the executive
departments concerned with this inquiry, particularly the Federal
Housing Administration, Housing and Home Finance Agency, Inter-
nal Revenue Scrvice, and the Department of Justice; and to the
General Accounting Office and the Federal Trade Commission for the
valuable stafl assistance they made available to the committee.



PART VIII. SPECIFIC CASES ILLUSTRATIVE OF THIS
INQUIRY

Throughout the discussion in this report we have frequently re-
ferred to particular cases as illustrative of specific practices. The
Glen Oaks case, the largest single windfall in a section 608 project,
and the Levitt brothers (Levittown, N. Y.) case, the largest single
windfall in a section 603 project, have been referred to in the income-
tax discussion.

In the paragraphs that follow, there are discussed specific aspects
of pertinent cases that have not heretofore been considered, although
the projects may have been discussed in other parts of the report.

StctioN A. Iax WoobpNer PROPERTIES

Tan Woodner is an architect who utilized section 608 of the Housing
Act to become a millionaire in the postwar period with apparent dis-
regard of the statutory and regulatory limitations governing such
projects.  Woodner testified that at the end of World War IT he was
worth between $20,000 and $40,000. In the succeeding 5 years he
built approximately $50 million worth of real-estate projects financed
wholly by FHA. He used a multiplicity of corporations to achieve
this purpose and pyramided his finances by moving assets from one
corporation to another like checkers on a checkerboard. .

Shipley Park Corp. was his top holding company. However, it
never assumed the obligation of any FHA mortgage. This liability
was undertaken only by subsidiary corporations, At one time
Woodner had 5 such subsidiary corporations, in 22 of which the only
capital stock ever issued was in the amount of $1,000.  In 7 others the
common stock was $1,000. The total capital stock in the $10 million
Woodner “hotel” projeet in Washington was only $3,000.  Woodner
frequently utilized the deviee of purchasing land in his own name with
funds of the corporation, then leasing the land to a subsidiary com-
pany which obtained an FHA-insured mortgage on the leaschold,
while he obtained a movtgage on the land for an amount in excess of
its cost,

Woadner built 24 section 608 projects in which the total mortgage
proceeds (including the proeeeds of mortgages on the land in leasehold
cases) were $42 million and the total costs of the properties as shown
by his books (including the cost of the land in each case) were $680,000
less than the mortgage proeceds. A cursory examination of his books
reveals hundveds of thousands of dollars ol items improperly charged
as costs. The true costs are no doubt several million dollars less than
those shown on his books.

An examination of Woodner's accounts disclosed many checks
issued to eash, and for which eurrency was obtained at the bank, but
which Woodner could not explain.  As noted elsewhere in this report
more than $50,000 in checks to an ex-FILA employee, Arthur M,
Chaite, were issued by the Woodner Co. - Most of these checks were

88
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to the order of cash and for round sums such as $5,000. Chaite’s
endorsement appears on each check and the bank’s stamps indicate
that someone rececived currency in that amount. Neither Woodner
nor Chaite could recall who received those funds or for what purpose
they were disbursed.

Woodner retained no less than five former FHA employees.  Many
trails lead from Woodner to Powell, but the testimo .y discloses no
funds actually paid to Powell by Woodner.

The extent to which Woodner juggled funds is iliustrated by the
financial statements aceompanying his applications for FHA-insured
mortgages, In most of these applications Woodner’s wife, brother,
and sister were listed as cosponsors. None of them had any sub-
stantial assets but it was apparently necessary that their finaneial
statements indicate to FHA that they were financially responsible
people.  Immediately prior to the dates of those financial statements
Woodner would withdraw large sums of cash from the corporate bank
accounts and cause them to be deposited in his own account. and in
those of his wife, brother, and sister. These bank deposits would then
be shown as assets in their financial statements.

Woodner was asked if these sums were gifts, loans, or payments,
but he consistently refused to answer. His difficulty seemed to be
that he could not call them payments for services or dividend dis-
tributions hecause none of the funds were refleeted in the recipient’s
income-tax returns; and he could not call them loans beeause the
alleged financial statements disclosed 0o corresponding liabilities.
These funds then belonged to the corporation which at the time had
many unpaid bills, Subsequently the funds were returned to the
corporation. Woodner’s applications to I'HA for mortgage commit-
ments were not any more accurate than his financial statements.

At the request of this committee, General Accounting Office audi-
tors examined the books of the Woodner “hotel” project in Washing-
ton, D. C. These auditors found disbursements of $285,000 for
which the supporting data were missing from the files. Those dis-
bursements included: $87,000 in fees for detective work in connection
with Woodner’s divorce case; a total of about $50,000 to several law
firms for legal services in connection with his marital problems; and
$30,000 for alleged services by a former Member of Congress in con-
nection with a project that did not exist and if ever contemplated
never attained any stage of actual materiality. Many of the items
included in those disbursements could not be identified by Woodner.
One small item of $500 was for a watch “they” bought for Woodner.

The General Accounting Office’s accountants found millions of
dollars of transactions never reflected on Woodner’s books. Journal
entries transferring several million dollars in accounts were made in -
New York by the firm’s auditors, Marshall Granger & Co., but never
reflected on the Woodner books. One of these journal entries gave
Woodner personally a credit of $281,184 for the return of an “advance”
which in fact had been advanced by the corporation. Other entries
included giving Woodner credit twice for the return of an advance of
$117,000 which he presumably had once made.

Since the end of the war the corporations had issued checks pavable
to Woodner in amounts totaling $1.4 million. But his salarv was
only $60,000 in that entire period, his profit and loss account showed
a 'loss of $38,000, and no dividends were paid by the corporation.

e X g "
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The corporation also paid personal bills of Woodner in amounts
totaling $342,716. Journal entries, most of which were reflected
only in the auditors’ papers in New York and not on the books of
the corporation, transferred more than $2.3 million between Woodner
and the corporation. Finally, these entries gave Woodner credit
for alleged expenditures of large sums of money for such purposes
as “promotion.” They did not reveal, and Woodner claimed not to
remember, who promoted what.

When the section 608 program expired, Woodner moved over to
military housing under section 803 of the act. He obtained commit-
ments of $6.4 million for a rental housing project at Chanute Air
Field, near Rantoul, Ill.  'Woodner’s sponsoring corporations entered
into contracts with Woodner’s construction company for the con-
struction of those buildings. The construction contracts required the
construction company to complete the buildings for the contract
price.

It was customary for FHA to require a completion bond to insure
the completion of such projects. On December 14, 1950, Max
Woodner wrote the FHA director at Springfield, Tll., asking that he
be permitted to give his personal performance bond. The letter
concluded:

Ater reconsideration, if you still feel that my financial status is not sufficiently
clear to merit the acceptance of an indemnity agreement executed by myself, I
would like to suggest that you forward the matter to Mr. C'lvde Powell, Assistant
C‘ommissioner for Rental ousing of the Federal Housing Administration, asking
for assistance in reaching a decision satisfactory to both you and myself.

Max was the brother of Woodner and a $75-a-week emplovee of
Woodner’s company. He had no assets except such as Woodner
would from time to time place in his name for the purpose of making
alleged financial statements.

On January 8, 1951, Powell overruled the local State director.
Powell held Max inadequate as an indemnitor, but directed that the
indemnity agreement be approved if Ian Woodner and his sister
Beverly became additional guarantors. The assets of all the Wood-
ners consisted largely of the assets in the construction company
whose obligation to construct the buildings they were now guaran-
teeing.

Before the project was completed the separate corporations that
Woodner had created for that purpose ran out of funds. Woodner
urged the Air Force to, loan him money to complete the projeets,
saying that if they did not do so there would be a 2-year delay
construction resulting from the necessity of an FILA foreclosure of the
property. The Air Foree then loaned the Woodner company $615,000
with which to finish the project. Shortly after the project was
finished that loan went into default. 'The Air Force has since taken
over possession of the property and suit is now pending to recover the
loan. Had Powell not waived the requirement for a proper indemnity
bond this default would not have occurred. We have serious doubts
of the authority of the Air Force to have made that loan and certainly
Woodner's construction company should not have been relieved of
its liability to perform its contract.

When the Chanute property became involved in financial difliculties
the remaining available funds were placed in an escrow for payment
of debts of the project. The General Accounting Office’s examination
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of the Woodner books discloses four invoices approved by Woodner
for payment, which were paid out of the escrow funds, and the pro-
ceeds thereupon returned to Woodner by the recipients. These 4
invoices were by his accountant, his insurance man, and 2 of his
lawyers. The funds apparently thus siphoned out were approxi-
mately $35,000.

This committee did not get from Woodner all the facts with respect
to the Woodner projects. The testimony does, however, show that
many irregularities occurred.

StetioN B. SHIRLEY-DUKE APARTMENTS

The Shirley-Duke project in Arlington, Va., includes 2,113 rental
units in 200 buildings. The project was one of the more fantastic
frauds perpetrated under the section 608 program. Six corporstions
were involved. Each had a capital stock of $1,000. Don .\. Loftus,
who made fabulous profits in other section 608 projects, appears to
have been the guiding genius in this project but it was denied that he
had any financial interest in the project.

The principal sponsors were Herman W. Hutman, Earl J. Preston,
and Byron Gordon, Jr. Each placed himself on the payroll of one
or more of the corporations at salaries of $20,000 each per vear from
the time the corporation was created. The only capital of the six
corporations was $6,000. We find no indication that anyvone other
than Investors Diversified Services ever advanced any funds or fur-
nished any additional capital for the construction of the project.

FHA estimated the cost of the project at approximately $15.3
million and insured a2 mortgage for $13.8 million. The actual cost
was approximately $11.7 million, including a fee of almost $1 million
to IDS for finencing the project (in addition to interest paid to it on
the funds from time to time loaned). In advance of filing the FHA
application, IDS advanced $5,000 for an option on the land and it
subsequently furnished the remaining funds necessary to purchase the
land. This land was acquired for the sole purpose of constructing
this FHA project.

The contract between these sponsor corporations and IDS was
never disclosed to FHA. Contrary to FHA regulations and the re-
quirements of the act of Congress, that contract showed that the
parties would build the project for substantially less than the proceeds
of the FHA mortgage and that IDS would furnish all the funds
necessary to finance the construction.

The sponsors were repaid their $6,000 investment in a matter of
wecks out of their salaries at the rate of $60,000 a year. On comple-
tion of the project there was distributed to the sponsors dividends
of $2.2 million on that stock for which they paid $6,000. That dis-
tribution, in addition to the fees paid 1DS, was part of the mortgage
proceeds over and above the total costs of the project, including the
land and interest on the funds advanced during construction.

We have referred clsewhere in this report to the false statements in
the application, the impropriety of the IDS contract, the extent tc
which FHA approved inflated rentals resulting from an appraise
almost 50 pereent above actual costs, and finally, that FHA grantea
a rental increase after completion of the project. That rental increase
was specifically approved {;y Powell,
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SecrioN C. ParkcHeESTER—KAPELOW

Paul Kapelow and Louis Leader, brothers-in-law, entered the con-
struction business in Memphis following World War 11.  In 1948 they
migrated to New Orleans to climb aboard the section 608 bandwagon.,
Their entry into the field was financed by E. H. Crump & Sons of
Memphis, Tenn., who supplied some of the money to purchase the
land for their Parkchester development in New Orleans and who were
paid $300,000 for their assistance in the financing of that project.
This financial assistance was undertaken through a corporation
expressly organized for that purpose under the name of Mississippi
Valley Mortgage Co. with capital stock of $10,000. The Kapelow
group subsequently bought that stock from the Crump group for
$383,000, under circumstances giving the sellers a long-term capital
gain,
The Parkchester property, as noted elsewhere in this report, re-
ceived an I'HA insured mortgage of $10.8 million. Construction
costs were somewhere between $1.7 million (the sponsors’ figure) and
$3.5 million (the FHA figure) below the mortgage proceeds.  After
siphoning out the excess mortgage proceeds, the Kapelow group sold
this $10.8 million property for $5,000 (subject to the mortgage) under
a contract calling for additional payments over a period of time of
$110,000.

After collecting rentals of almost $1 million that buyer defaulted
on the mortgage and the property is now bheing foreclosed. In their
computations of costs the sponsors charged as “overhead” costs against
this property approximately $700,000, including such items as enter-
tainment, travel expense in very substantial figures, and salaries to
themselves.

The Kapelow group also sponsored other section 608 projects, in-
cluding the Claiborne Towers project in New Orleans, a project in
Natchez, Miss., in which their books show a windfall of $212,000, and
a project in St. Louis in which their books reflect costs in excess of
the mortgage commitment. In the 4-vear period following their re-
moval to New Orleans and their entry into the FHA program, the
financial statements of Kapelow and Leader show an appreciation in
their assets from $600,000 to $7 million. This was apparently achieved
in such a manner that neither they nor the corporations paid in-ome
taxes on their gaitts.  No dividends were paid on the stock of their
construction company, Shelby Construction Co., which owned the
stock interests in the affilinted corporations, and the salaries of Kape-
low and Leader were very modest.  Yet in that 1948 to 1952 period
they found funds to buy out a third partner for $315,000 (whose
original investment had been $10,000), for Kapelow to build a $354,
000 home (actual cost to the construction company which built the
home and charged it to Kapelow on its books), and to make invest-
ments in other projects achieving them very substantial profits (in-
cluding a shopping center in the Parkehester development which ihey
still own).
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SEcTION D. FArraAGUT GARDENs—KAvY-Hirscr

Farragut Gardens is a rental housing project of 2,496 units located

in Brooklyn, N. Y. A great deal of mystery surrounds this project.

The committee has never been able to learn all the facts about the
matter. Morris Kavy was the principal promoter of the project.
He was involved in an automobile accident shortly after the investi-
gation began and the committee was advised by doctors that he
would be unable to appear as a witness. Nathan Neitlich and Louis
Failkoff were the auditors who presumably were acquainted with
all of the costs of the project charged on the books of the project.
The committee was advised by doctors that neither auditor was
physically able to appear at public hearings. Abraham Traub was
the attorney for these sponsors. As previously noted in this report,
Traub was unable to identify the many transactions involving cash
shown on his books to have exceeded a million dollars over a period of
6 years. A number of those currency transactions which Traub could
neither explain nor identify related to this project.

Alexander P. Hirsch, Henry Hirsch, and Louis Benedict were
associated with Kavy in this project. Each owned one-fourth of the
stock of Nostrand Realty Corp. Nostrand purchased property in
Brooklyn, on part of which this project was built, for a total of $1.6
million, Subsequently they sold a part of the tract to the city of
New York for $440,000 and another part to private buyers for
$285,000. Their cost of the remaining portion of the tract, on which
this project was built, was $875,000. Nostrand created five corpo-
rations, each bearing the name Farragut Gardens, which received
commitments from FHA for the projects described as Farragut
Gardens No. 1 through 5. The FHA commitments were for $21.9
million. These commitments were for buildings to be built on lease-
holds owned by the five Farragut Gardens corporations. In con-
nection with its mortgage commitment FHA valued the land, still
owned by Nostrand, at $1.9 million. This valuation permitted the
sponsors to obtain a conventional mortgage on the land of $1,732,400.

The 5 Farragut corporations then entered into construction con-
tracts with 5 corporations named, respectively, Reston Corp. Nos. 1
through 5. Each Reston corporation built 1 of the Farragut
buildings at cost plus a fee of $40,000. The mortgage proceeds
exceeded total construction costs by $3.6 million. The cost of the
land was the only investment made by the sponsors other than the

-capital stock in the five Reston corporations. (The capital stock of the

five Farragut corporations was paid for by Nostrand.) The capital
stock in each of tﬂe Farragut and Reston corporations was $1,000.
After the return of their entire investment in the land, the pro-
moters had a “profit’” of about $700,000 from the proceeds of the
mortgage covering the'land. This money remains undistributed by
Nostrand. They also have a “profit” of $200,000 in the five Reston
corporations which also remains undistributed. They were prompt,
however, to distribute to themselves $3.2 million from the Farragut
corporations out of the excess mortgage funds after the payment of
all their costs for the project. Presumably, this prompt distribution

54468~—54—T
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resulted from the fact that the Farragut corporations alone were liable
on the FHA insured mortgage debt.

FHA estimated the cost of the project at $24 million. George M.
Halk, an appraiser for the Dry Dock Savings Bank, which owns 3
of the 56 mortgages, testified that the bank’s appraisal of construction
costs was $15.4 million. The sponsors claimed that the actual costs
were $18.1 million but this committee has never been able to verify
those costs, The FHA estimato was 50 percent in excess of the bank’s
estimate of costs and 33 percent in excess of the sponsors’ claimed
actual costs.

A committee staff employee with considerable building inspection
experience testified, after an examination of the project, that he
doubted if the project would last the life of the mortgage. There
was considerable evidence of poor and shoddy construction. The
only principal from whom the committee was able to receive any
testimony was Alexander P. Hirsch who knew almost nothing ahout
the praject except to concede that the total “windfall’” exceeded $4
million and that an excess of $3 million had actually been distributed
to himself and his partners,

SecrioN E. Page ManNor—Muss, WINSTON, ET AL,

The Page Manor housing project was among the first constructed
under the scction 803 military housing program. The enterpriso
was passed from hand to hand and proved profitable for everyone
involved. The project was ap{mrcntly conceived by two enterprising
Washingtonians, William Ready, a former Army colonel, and Thurry
Casey. They “brought” the idea for this housing project in Dayton,
Ohio to Link Cowan, a Shawnce, Okla. builder.

Cowan agreed to pay Ready 5 percent of the net profits on any con-
struction project they might build. Ready, in turn, made a private
deal with Cascy. An option was taken on land adjacent to Wright
Ficld in Dayton which was exercised when it appeared that the project
might be completed.

owan applied to FHA for a commitment which was issued to him
on December 8, 1960, covering insured mortgages of about $15 million.
The project was to ho built in four sections. Thero was & separate
commitment for each section. These commitments were based on
1[_)llnns and specifications which Cowan had filed with FHA, After
ling the applications but prior to the issuance of the FHA commit-
ment, Cowan felt the need to associate himself with others who could
assist in financing the project. He then took in as partners Clint
Murchison, Jr. and John D. Murchison of Dallas, Tex. Cowan
tlestiﬁed that his reason for bringing in the Murchison brothers was
that—
I had limits on my finances * * * I certainly did not know anything about
housing, and in order to be able to carry on with the deal, it was necessary that
1 get a partner,

Subsequently Cowan and Murchison, ‘““analyzed the whole situa-
tion; we figured we had a bad job and it would be impossible to go
ahead with the thing,” and Murchison suggested they bring in David
Muss whom he had met in San Antonio.

Muss proved much more astute than Cowan or Murchison in pro-
moting an FHA rental housing project. He formed Airway Construc-
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tion Co. in which Cowan, the Murchison brothers, Muss, and Norman
K. Winston (New York associato of Muss) each owned a one-fourth
intorost. The land which Cowan had bought for $65,000 was then
sold to Airway for $165,000 (at least part of the increment was to re-
imburse Cowan for his expenses.) ‘

Muss decided to “‘revamp” the entire picture. He filed amended
applieations with I'HA and increased all of Cowan'’s estimated costs.

o oven increased tho estimate for the land. Cowan testified con-
corning the plans which FHA had already approved for his $15 million
project, “that after learning what I have learned about rental housing,
our plans woren’t any good and in a sense they were impractical.”
Muss’ rovised plans estimated tho costs at wore than $2 million above
tho estimated costs presented by Cowan and FHA issued an amended
commitment to insure mort pimgcs in the total amount of $17.3 million,
Actual costs turned out to he vory close to tho original Cowan esti-
mates, .

In spite of the substantial increase in the commitments, the plans
propared by Qfuss called for less expensive buildings, The Cowan
plans weroe for'a brick building wi rablod roof, while the Muss plans
wore for a stucco buildingWith a flat root; Qg savings accruing from
these changes werg.aflenst in part offset, howe er\l)y the larger rooms
provided for in gHo Muss plans. .

The increagdd estimate in costsingho Muss appli
architect’s fées by approximately({25 poreent, increasedd legal expenses
by 200 peytent, ian cost' of utilitids by 50 peréent, and even
increased/the estimatod cost| of landscappg by 50 pereopt. In fact
the arcliitect’s fed actually paid_wasg Jess than-qne-third pf Cowan'’s

origina) estimate and only-abetit 2 cent of the!Muss estilpate. To
o lessof oxtont, this was a, ‘\?ﬁ of other ¢gsts, Wwith the result that
ted, there was flot onky no investment by

b 08;0})00f th ortﬁa‘ug finds avgilable for

stoakl ‘((){3301' then porrowed

when fhe project was ool
the sppnsors, biff there w
distriljution to\the sharpholders:  Hacl
1'oximaybv n .l amou

Jl_bl.xt id_as a lqn_n rather than as a

tions raised the

from the corporation a \
testifidd that th‘p moncy was digti

dividend becausg, “wg-have beer, waiti
the Tax Court, ik-enses like G orton’s.”

Muss \palso introduced a multiplicity qf corpor he project, -
The construction was by-Afrway Construction €o. The project itself
was owned\by 4 corporations knowh as Page Manor, scctjons 1 through
4, respectivdly. Each 0f-those_cgrporations was in turn owned by .
Page Manor Management Co., whose capital stock i $800. Each of
the sponsors putwup $200 for his one-fourth interestin that corporation.

Cowan subsequently settled his “6 percent” contract with Ready
by the p?ment of 837, of whi dy paid $10,000 to Casey.

“Muss did not confine to the Page Manor project the abilities that
permitted him to transfer what Cowan thought was a ‘“hopeless’”
situation into. a windfall of a million dollars. )

Muss, Winston, and others built four rental housing projects in San
Antonio, Tex., at the Mitchell Air Force Base. The proceeds of those
FHA insured mortgages were $13.3 million and exceeded the total
costs of the project by $966,000. A separate co’xiporation was formed
for each of the four sections of the project. The first section was
built under section 608 of the Housing Act. The remaining portions
were built under section 803 of the act. The common stock in each
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of these corporations was $3,000, of which $1,550 was contributed
l})ly Winston, $1,000 by Muss, $300 by Louis H. Kaplan, and $150 by
enry W, Bonn. Winston held half his interest as agent for a Swiss
trust named Mika Stiftung. The Swiss corporation contributed about
$3.000 to the venture and received a windfall dividend distribution of
$310,000. Manifestly Winston and Muss did not need those financial
resources of the Swiss trust, and it is not claimed that this trust
situated in Switzerland made any other contribution to the project.

Winston, Muss, and Mika Stiftung promoted Northbridge Coopera-
tive in New York City receiving an FHA mortgage commitment
under section 213 of the act for $10.4 million. Before construction of
the project had even started they sold their FHA commitment to
other contractors for which they were paid $843,000.

Muss and his associates are now engaged in a $14 million project
at Limestone, Maine, under section 803 of the Housing Act. The
project has not been completed but Muss testified that he expected
the mortgage proceeds would exceed total costs, The capital stock
of the cor%omtion engaged in constructing that project is $10,000 and
is owned by the Airway Co. The Airway Co., in turn, has capital
stock of $10,000 of which 50 percent is owned by Tecon Corp., 28

ercent by Mucon, Inc., and 26 percent by First Garden Bay Manor,

ne. The stock of Toecon is owned by the Murchison brothers, The
stock of Mucon is owned by Muss and members of his family. The
stock of First Garden Bay Manor is owned by Winston and members
of his family.

The Murchisons also constructed projects under sections 803 and
903 in Texas, California, and Idaho with FHA mortgages of over
$23 million,

Winston, Muss, and Murchison have additional projects at Great
Lakes, Ill., involving FHA mortgages of $13 million,

Winston, in association with friends and relatives, built 9 sec-
tion 608 projects in the New York City area with ag(fregato FHA
insured mortgage procecds of $6.6 million. He enjoyed windfalls in
7 of the 9 projects. The net amount by which mortgage proceeds
exceeded all costs in all of the projects was $655,000.

i ou{: received over $95 million of FHA insured mortgages,
and to date have no investment in the projects they have completed,
and have reccived substantial windfalls,

SecrioN F. LiNwoop PARK—SIDNEY SARNER

The Linwood Park scction 608 housing project was owned by 13
corporations, each of which had a capital stock of $1,000, Sidney
Sarner and Ralph J. Solow cach owned half the stock in those
corporations. FHA insured mortgages on the project for $8.9 million,
This was $2.5 million in excess of the total costs of the project.

Sarner and Solow quarreled during the carly stages of construction
and Sarner bought out Solow’s interest for $1,200,000. This was half
the ultimate windfall leading to. the conclusion that well before
construction was completed the parties know the full extent of their
ultimate windfall.

The remaining funds in excess of the mortgage proceeds wore used
by Sarner to construct a shopping center which is not covered by
the FHA mortgage.
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When interrogated at a public hearing concerning this rroject,
Sarner declined to answer any ?t;estions on the privilege of the fifth
amendment against possible self-incrimination,

SectioN G. CHARLES GLUuECK—MID-CITY INVESTMENT Co.

Charles Glueck was the principal stockholder and president of
Mid-City Investment Co. of Gary, Ind. Mid-Ci(t‘y was active as a
mortgage broker for section 608 projects in Indiana and Glueck
engaged in questionable business relations with then FHA State Direc-
tor Earl Peters,

In 1947 Poters promoted the construction of a section 608 project
in Fort Wayne, Ind. Glueck was to put up $7,5600 for one-third of
the stock; Peters was to put up 87,600 for one-third of the stock;
and Allen & Kelley, architects at Indianapolis, were to draw the plans
and specifications for the other one-third of the stock. Allen & Kelley
drow the plans but did not receive any stock and were not paid for
their work. Glueck advanced $7,600 and was initially issued one-half
the stock of the corporation. .

After the project was comploted Glueck gave this stock to Peters,
Glueck initially testified before the committee that Peters reimbursed
him for the money that Glueck had advanced for this project. Sub-
soquent investigation disclosed, however, that reimbursement to
Glueck came, not from Peters, but from the proceeds of the mortgage
premium,

In March 1951 Glueck purchased aF;l))roximately $6,000 of furniture
for adjoining apartments that he and Peters were to occupy in Sher-
wood Apartments, a section 608 project then being completed in
Indianapolis. This furniture was delivered in the summer of 1951
to the Peters and Glueck apartments respectively. On January 14,
1052, Peters was fired by FHA for participation in the Fort Wayne
goject. The following day the furniture dealer was notified by

lueck’s office that Peters, and not Mid-City Investment Co., should
be billed for the furniture delivered to the Peters apartment.

Glueck did not confine his interest in FHA personnel to the State
director. One winter Glueck, who was in Florida, was joined by his
wife and Mr. and Mrs, James Swan. Swan was then an FHA official.
Glueck testified that he did not know whether Mrs, Glueck paid for
the transportation to Florida for the Swans, or whether it was paid for
by Swan. But substf\(luontly Glueck admitted that he had paid the
expenses of Mr. and Mrs. Swan.

lueck’s FHA activities paid dividends. In addition to acting as
mortgage broker in a great number of FHA proljecta in Indiana, he
also appears to have “sold” commitmoents. Glueck purchased for
$40,000 the land in Gary on which the Major Apartments project was
built. He transferred that land to o corporation, obtained an FHA
commitment for a section 608 project, then sold the stock in the
corporation for $350,000. The corporation had no assets other than
the land and the commitment. The transaction was actually ar-
ranged before the nf)p]ication for a commitment was filed, but subject
to Glueck being able to obtain the FHA commitment.

In the Steel City Village project in Gm?r, Glueck sold the land to a
section 608 pr(q"cct. for $50,000 plus half of the stock in the sponsorin
corporation. This land was part of a substantially larger tract whic
had cost Glueck $15,000,
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The testimony of Glueck’s dealings on FHA matters was a story of
concenlment of the facts, sharp dealings, and the apparent use of
influence to achieve big profits,

SecToN H, INveEsTORS DIVERSIFIED SERVICES

Tnvestors Diversified Services finaneed a substantinl number of
T'HA-injured projects.  In five of these projeets, however, Investors
Divemified Services obtained from the sponsors a shave of the profits,
in addition to interest on its money loaned, in exchange for unusunl
“services” extended by 1DS,

In the Shirlev-Duke ease TDS furnished the funds with which the
spongors acquived the land and paid every other item of expense in
conneetion with the construetion of the projeet.  The sponsors used
none of their own funds. A contraet between the sponsors and 1DS
that was never diselosed to FITA shows that prior to the filing of the
FHA applieation it was understood by both t’w RPONSOIS mul'i)y s
that the cost of the project would not only he well helow the sponsms’
estimate but also considerably helow the FHA insured mortgage.

The FITA applications were preparved in the 1DS office under the
guidancee of an IDS loeal manager who ultimately veecived an interest
m the projeet.  FHA regulntions limited financing charvges to 1%
pereent, but. 1DS colleeted 6% peveent in addition to o long-term
management. contract. 1t was elnimed that the WA regulations
limiting finaneing charges were not applieable beenuse FITA did not
insure the construction advances but insured only the permanent
mortgage on completion,  However, the TDS contraet shows that all
of its advances were to he ropaid out of the proceeds of the FITA
insured loan.  The contract even provided that TDS would be paid
its $000,000 fee immediately upon the signing of the contraet, It
then lonned the sponsors the money with which to pay the fee and
received not only repayment of that loan from the FHA mortgage,
but also interest on the money it advanced for the ;mvmvnt, of its
own fee,  TDS colludad with the sponsors of Shivleyv-Duke projeet to
?“l‘}d\‘ the purposes of section 608 of the act and the rogu‘n.tmns of

U h

In the Shirley-Duke projeet, IDS received a total of $1,184,084 in
addition to interest on the funds it had advanced. On this sum,
$880,000 was a “compensatory fee'” for financing the project, $121,610
was paid as settlement of a long-term management contract and
$173,075 as the premium on the sale of the mortgage. [DS was so
careful not to expose itsell to any undue risk that it not only required
an FHA commitmoent to insure the mortgage before it advaneed any
funds, but it also required a commitment from Federal National
Mortgage Associntion to purchase tho FHHA-guaranteed mortgage.

INDS similarly financed the Cleveland Parkway Gardens pm{oct
in Cloveland, Ohio, the Carson Homes projeet. in Los Angeles, Calif.,
the Lakewood Park \),rojoct in Los Ango'los, Calif.,, and the Charleston
Park projeet in Las Vegas, Nev.

Tn the Parkway Gardens projeet, IDS reccived fees of $570,300.
In the Lakewood Park project, IDS and a wholly owned sul)si(iinr,v
reccived fees totaling $1,321,700. Tn the Carson Park projeet, IDS
received fees of $1,400,010. The Charleston Park project has not
been completed and the amount of its fees are not yet known,
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In those four projects that have been completed, IDS has received
approximately $4.5 million in fees for financing projeets with FHA
insured mortgages of $55 million (Pn addition to interest on its money).
Repayment of its advanees was virtually assured out of the proceeds
of the T'HA insured mortgages, Tho total FHA mortgages in which
1DS participated exceeded $200 million,

SecerioNn 1. D, Danten GeVINSON

Dr. Daniel Gevinson was a practicing dentist in the District. of
Columbin until 1950,  Tn 1047 he beeame aware of the advantages of
seetion 008 of the Housing Act.  He estimated his then net worth
at $50,000.  Six years Inter, he was the owner of all or a substantial
interest. in 6 seetion 608 projects with mortgnges of $13.4 million,
His porsonnl nssets were then $2 million,  Gevinson had given up
dentistry by 1950 for the more luerative business of seetion 608
housing, e was a frequent. visitor to Powell and on at least one
ocension Powell overruled loeal FHA officials to approve a projeet. for
Gevinson in "I'exas,

On one projeet. Gevinson gave stock to the son of the builder to
persunde him to interest his fnther in financing the construetion,  In
another project Gevinson received a $6,000 “kickback” from the
contractor for giving him the job, .

Dr., Gevinson's projeets are in Texns; Washington, D. C.; Penngyl-
vanin; and New York.

Skerion J. Srone River Homes—LEopwarp A, (Carmack

Stone River Homes is a vental housing project at Smyrna, Tenn,,
construeted under seetion 803 of the Housing Act. It illustrates o
promoter’s ability to acquire such a property with no investment.

A group of loeal people, including Joseph W. Hart and Bolten
MeBride, purchased 384 acres of land adjacent to the Stewart Air
Force Base for $60,000. Hart and MeBride n“)pliod for a commit-
ment from FHA for a rental housing project to be built on 120 acres
of that tract, While the application was pending, Bdward A. Carmack
made arrngements to acquire for $319,000 the 120 acres proposed to
be used for the project.  He also acquired all the stock of Stone River
Homes which had previously been ereated to sponsor such a project.
FHA subsequently issued a commitment. for $4.8 million.

Carmack entered into an agreement with Shelby Construetion Co.,
of New Orleans, under which Shelby agreed to purchase that 120
aeres of land for $319,000, donate the land to the sponsoring corpora-
tion, and build the project (including the payment of all fees, interest,
and taxes) for the amount of the FITA mortgage commitment. Shelby
also agreed to pay a penalty that ultimately amounted to $00,000
for any delay in construction.  Carmack received $20,000 of the
penalty money and Hart and MeBride veceived the remaining $70,000,
although they then had no interest in the projeet. The $20,000
received by Carmack was $12,000 in excess of all the expenses he had
incurred in connection with the projeet.

Shelby, for the amount of the mortgage commitment, bought the
land, built the building, paid the THA fees, the intevest and taxes
during construction.
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When the project was completed, Carmack was the owner of »
large vental housing projeet in which he had no investment and had
nover advanced any funds other than an estimated $8,000 for travel
and miscellancous similar  expenses,  Hart, MeBride, and  their
associntes in the land profited to the extent of $330,000,

Air Foree personnel vesiding in the projeet now pay rents deter-
mined to be adequate to pay the interest and principal on the mort-
gage.  They were “requested”” by the commanding oflicer of the basoe
to move into and fill that project.

SeertoNn I Samuen Rovmas

Swnuel Rodman was the principal sponsor of Atlantie Gardens, o
seetion 608 project in the Distriet of Columbin,  ‘I'he project. con-
tained three seetions,  On one seetion of the projeet Rodman testified
the mortgage proceeds exeeeded total costs by “about. $50,000 to
$60,000."  On o second seetion of the projeet he testified the mortgage
rocecds exeeeded the total costs by “probably another $75,000,"
todman and his wife Bella had owned the land on which the projeet.
was built and made a substantial profit on the sale of the land to the
sponsoring corporation,  Rodman also testified that his wife was o
stockholder in the seetion 608 corporation,  ‘Their total “profits” on
the construetion exeeeded $300,000,

Belln Rodman had elnimed the privilege against self-inerimination
when previously interrogated before the House Un-Ameriean Activi-
ties Committee on her Communist. Party activities,  Rodman had
similarly claimed that privilege with respeet to questions asked him
about. Communist activities, rml did deny membership in the party,

Rodman was asked before this committee if he had ever contributed
any of the funds made on those seetion 608 projects “to any so-called
un-Ameriean aetivities ovganization of any kind in the United States,”
His attorney objected to the question,  Later he was asked whether
he had “ever contributed to any communistic organizntions or eauses,”’
His attorney again objeeted and Rodman answered, “Wouldn't 1 he
a fool not. to use my constitutional rghts to refuse to answer that?"

SECTION L Anuky Park Homes

The sponsors md stockholders in Alley Park Homes, Bavside, N. Y,
are British subjects |ivinlz in England. " Capital stock of the corporato
sponsors was $6,000. The project was built on a leaschold,  The
excess of mortgage procecds over all costs was $322,000 which was
distributed to British stockholders,

The evidenco shows that it was not necessary to be w builder to
enjoy “windfnll” profits,  Doctors and lnwyers also did so,

n this ease, it appeared that it was not even necessary to reside
in the United States to enjoy such profits,

SECTION M., Luwis GARDENS —~FRANKLIN T'R1CH

Lewis Gardens is a section 608 project. in Henvico County, Va,
Franklin Trice of Richmond, Va., was the principal sponsor of the
projeet,  Trice had purchased from the United States in July 1948
a tract of 258 acres for $61,700.  Fifty-four acres of that land, with
a prorated cost of $13,987, were used in this section 608 housing
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project.  ‘T'rice’s applieation, filed 8 months lnter, valued this property
at $349,000.  FHA ultimately valued the property at $190,000, The
FHA-insured mortgage was $3,884,400. The total costs of the proj-
ect were $2,026,0653 including a fee that "Trice paid himself of $129,000.
Excluding the Trice foe, the mortgage proceeds were $1,100,000
more than the total costs.  The exeess mortgage proceeds were dis-
tributed to the shareholders, a substantinl part of it after the mortgage
was in default,

IHA is now the owner of the property and has estimated that it
will lose between $700,000 and $2 million in the ultimate disposition
of the property,

SEcron N Anunarox Towers -Warekr P MeFaruann

Waltee P. MeFarland, a former restuumnt operator, with no pre-
vious building expetience, is the prineipal sponsor of Arlington Towers,
o rontal housing projeet now being construeted ander section 207 of
the aet. The totel estimated cost of the project is in oxeess of $22
million, The investment. of MeFarland and” the other sponsors is
$356,000, although seetion 207 provides for insured movtgages of not
to exeeed 8O pereent of the value of the property.

The projeet involves four sponsoring corporations to whom FITA-
insured mortgage commitments totaled $10.6 million,  Contracts
were entered into botween theso 4 corporntions and John MeShain,
Ine,, builder, for the construction of the project for $15.7 million.
These contrnets were filed with FHA,  Howaover, another contract
kept seeret from FHA showed that the real cost of construction was
$18 million. MeShain had also guaranteed loons for the sponsors of
the corporations in order to areange for interim finaneing.  The
director of the FHA distriet office in Washington testified that he
would not have approved the project bad he known of the seerot
construction contraet,

The project is being built. on o leaschold.  The corporation owning
the land has obtuined o mortgage covering the land in the exeess of
tho total cost.  Upon completion of the project, the corporations will
have debts exceeding $5 million not known to FIA and not permitted
by FHA regulations,

The project consists of luxury apartments renting for as high as
$325 ;l month, The commitment was insured and the contract signed
in 1053,

SkcrioN (), ManNnarranrowN Prosver, New Yok

Title T of the Housing Act of 1049 mnkes provision for Federal
contributions to loeal slum clearance projects. The program is
administered by the Housing and Home Finonce Ageney, which is
authorized to contribute two-thirds of the subsidy for the acquisition
and clearing of a slum area.  There are several of these projects
underway in New York city.  The city acquires the slum area at its
fair market value. It then contracts for the sale of the property
to the redeveloper at the fair value of the land less the estimated
cost of demolishing the old dwellings.

The Manhattantown slum-clearance project occupies a 6-block

area in New York City.  The city had purchased the land and bwild-
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ings for $15,385,784 and had appraised the value of the land with the
buildings removed at $4,157,370,  Under the tetms of the contract
entered into by Manhattantown, Tne., with the city in May 19562,
which beeame effective August 20, 10562, Manhattantown agreed to
purehase the land for $3,108,711, being given a eredit of approximately
$1 million for the cost of demolition of the buildings then on the land.
The Federnl Government is obligated to pay two-thirds and the eity
of New York one-thivd of the $12.277,073 difference between the cost
of the lnnd and the sale price to Manhattantown,

Manhattantown paid $1,087,350 of the purchase price in cash,
The $2,019,361 balanee is payable in 4 years, upon completion of the
wojeet,  The sponsor corporation manages the properties and col-
Ivvts the rents until the new buildings arve construeted, Tt is per-
mitted to retain, out of any profits that may acerue, a maximum risk
fee of $300,000 o vear for 3 vears,  This risk fee is payable only if the
pmlivcl, 18 completed at the end of the 4-yenr period,

The conteaet requires Manhattantown to demolish the old build-
ings, reloente the tenants, and construet new buildings within 4 years,
Over 2 years of that period has elapsed.  No new buildings have been
construeted and only one-sixth of the avea has been eleared of the old
buildings,  According to the projeet. schoadules, the demolition work,
oxcept for a fow commereinl buildings, and the reloeation of tenants
was 1o huive been completed by October 31, 10564,

One of the contraet reguirements was that the company seleeted
to mannge the project and colleet the rents was required to he approved
by the eity. John L. Hennessy & Co., an experienced rveal-estate
firm, was submitted and approved as the management agent,  Stock-
holders of Manhattantown then subverted this requirement by setting
up  *“John L. Hennessy Co,, Manhattantown division,” an entirely
different partnership as the management agent,  John L, Hennessy
and his son held only a (5-pereent interest in this partnership,  The
remaining 85 pereent was held by other stockholders of Manhattan-
town,

The manngement company receives § pereent of the gross rents,
The management company has only 2 employees and it pays Man-
hattantown $1,000 a month to do much of the actual work.  Yet it
has paid out over $156,000 in profits and salavies to sponsors of the
projeet,

Ferman Builders is paid $25,000 a yeur to supervise the preliminary
construction work until actunl construetion beging,  This compuny
oceupies | desk in the oflice of Juck Ferman and has only 2 employees-
Jaek Ferman and his seeretary, Lillian Ager,  This company has
already  been paid  $42,000, - When actunl construction  begins,
Ferman Builders will receive n maximum of $275,000 for supervising
construetion.  Juek Ferman is president of Manhattantown,

A partnership ealled Apartment Equipment Rentals was set up
on December 16, 1952, to 'vnsv refrigerntors and stoves in the projeet
to Manhattantown,  Manhattantown orviginally purchased the re-
frigerators and stoves for $33,000, and then sold them to Apartment
Equipment Rentals for $33,000.  Upon the signing of the December

16, 1052 contraet, Apartment Equipment Rentals was paid $38,000
as rent retronctive to September 1, 1052,

Apartment Equipment. Rentals continued in operation for a year
and distributed over $126,000 o its partners, all of whom were stock-
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holders of Manhattantown or their relatives. At the end of the vear,
the refrigerators and stoves were sold back to Manhattantown for
$:33,000,

he record contains numerous other enses where stockholders und
their relatives were paid varying sums of money for little or no work,

The record indieates that the stockholders of Manhattantown
found it profitable that there was delay in demolition, 1t also results
in greater rental income from the properties,

T'his was an unusual and fantastie pattern for the stoekholders and
their relntives to withdraw Inrge sums of money from the project,
There are 10 principal stockholders in the project: Samuel (faspert,
Juck Ferman, John L, Hennessy, Nathan Silver, Sol Leistner, Maurice
Millstein, Fred Landau, Robert Olnick, Charles Feibush, and M. E,
Kessler,  Each of these stockholders sold part. of his interest in the
projeet. to members of 4 syndieate of friends and relatives, A com-
plete breakdown of how each stockholder, his relatives, and friends
received $049,215 from the projeet in the past 2 years is shown in the
tablo on the following pages:



Manhattantown, Inc., Sept. 1, 1952-Sept.
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The practice of misrepresenting the estimated architect’s and build-
er's fees in applications for FHA mortgage commitments was also
wacticed here. On December 18, 1953, Jack Ferman, ropresenting

anhattantown, filed an application for FHHA mortgage insurance,
under section 207 of the Housing Act, on the first building to be con-
structed in the project.  This application estimates the architect’s fees
at 5 pereent and cstimated builder's fees at § percent.  Theso esti-
mates were included in the application with full knowledge that
M. . Kessler had a contract to do the architectural work for a fee
of 1! pereent and that Terman Builders had a contract to do the
construction work for a fee of 1% percent.

This application also estimated the value of the land at $15.21 a
square foot, The city had valued the same land at $4.50 a square foot
in selling the property to Manhattantown, On a comparable basis
the entire projeet would have an estimated value of $14 million on the
Manhattantown estimato compmed with the $4 million purchase
price,

In May 1052, the same time that Manhattantown, Ine., entered
into its slum-clearance contract with the city, the East River Housin
Cotp. entered into a similar contract to build the Corlears Hooﬁ
roject.  That sponsoring corporation agreed to purchase the land
or $1,040,000. It paid one-half the purchuse price at that time and
the remaining one-half 6 months later.

Just as in the Manhattantown contract, the East River Housing
Corp. was given 4 years to demolish the old buildings, relocate the
tenants, and construct new housing.  'T'his corporation had completed
demolition of all the area on which the new residential dwellings are
to he constructed by the s])ring of 1054, Only 6 buildings remain
on the fringe of the area where the parking facilities will ultimately
be Joeated, The construction of new buildings was started in March
1954, and all of the 4 new buildings are now in various stages of
construction,

Abraham E. Kazan, manager of the Corlears Hook project, testi-
fied that FHA would not insure the mortgage on the new residential
dwellings.  The buildings will be built entirely with private financing
because FHA had insisted that the costs of the project would be
$7 million more than the sponsor corporation ecstimated its cost.
Even though firm contracts had been entered into for most of the work,
the FHA still insisted on_its higher estimate of costs. The sponsor
refused to accept the FHA commitment and thereupon obtained
private financing for the project.

ComMENT By SENATORS FULBRIGHT, ROBERTSON, SPARKMAN, I'REAR,
Douoras, AND LEHMAN

While we recognize that it is difficult to reflect the full evidence in
a report, we feel that a study of the hearings on particular cases might
well justify conclusions other than those stated in the report.

‘Therefore we cannot subscribe to all the conclusions reached in the
individual case studies in parts VII and VIII.




PART IX. CONCLUSIONS AND RECOMMENDATIONS

T'he text of this report contains our conclusions with respeet to each
of the subjects discussed in connection with that discussion. It would
normally be appropriate to recommend statutory changes to prevent
repetition of the inequities here discussed. This committee has,
however, made extensive amendments to the National Housing Act
by the Housing Act of 1054.  That act was adopted with some general
knowledge of the frauds and inequities here discussed, although with-
out any realization of the extent of those practices.

The Housing Act of 1054 has now heenin effect but a few months,
Lt seems that further time should be given to see whether its provisions
will cure the evils referred to in this report.  We therefore make no
recommendations for legislative changes at this time, but prefer to
wait until we have had more experience with the 1054 act before
recommending further or additional legislative changes.

In order to properly analyze the effect of these amendments, we
recommend that funds be made available to the committee to employ
the personnel necessary to conduct a thorough study.
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PART X. TABULATIONS

The tabulation of projects listed below includes all sections 608 and
803 (Wherry Act) projects examined in public hearings in which there
were windfall profits. - The projects are listed alphabetically under the
name of the principal sponsor or sponsors as designated in the caption,
The amounts listed under the heading of “Windfall” represent the
amount by which the proceeds of the mortgage insured by FHA ex-
ceeded the actual costs of the project. On projects where the costs
exceeded the amount of the mortgage proceeds, the amount of the
;liﬂ'oll:enco is preceded by a minus sign (—) under the “Windfall”
eading.

Projects located on mortgaged leaschold land are indicated by
“(L)”. In such leaschold cases, the proceeds of the mortgage on the
land are included in the mortgage proceeds, the land is included in the
project costs, and the excess of the mortgage proceeds over all costs of
the land are included in the windfall amount. Projects financed
under section 803 are designated as such by footnotes.

SectioNs 608 AND 803 Prosects

The following tabulations include all section 608 and 803 projects
examined in public hearings having “windfall profits.”

BANKS PROJECTS

Sponsor: W, 8, Banks.
Associates: John W, Walton,! R. Webster Ross,! Howard Everhard,? and George Ford.2
Corporate | Profect mortgage
Project capital | proceeds (includ- ’I‘ow‘l’o[;{oject Windfall
stock ing premiuin)
Huntington Apartments, Alexandria ,Va. $300 $570, 000 $495, 280 $74,714
University City, Prince Georges County,
M. i 3900 12,522,400 32,326,828 195,575
Tota). oo et 1,200 3,002, 400 2,822,112 270,289
1 Walton and Ross had an interest In University City.
1 Everhard and Ford had an interest in Huntington Apartments.
3 Combined figures for 3 profect corporations.
BART PROJECTS
Sponsor: Harry Bart.
Assoclate: Albert Stark.!
Corporate | Project mortgage
Project capital | proceeds (ncjad. | Tt Project | wingguy
stock ing premium)
Secton Heights, Baltimore, Md........... $2, 600 $1, 540, 000 $1, 537, 284 $2,718
Park Raven Apartinents, Baltimore, Md. 27, 505 2,041,200 1,942,393 98, 807
Drum Castle, Baltitnore, Md .. .__._.__..] 3120,000 2,121, 600 1,019, 411 202, 189
Cross Country Manor, Baltimore, Md. .. 3.100 3,332, 800 3.196, 172 136, 628
Edgewood Manor Apartments, No. 1,
Hartford, M. ... ... 2, 500 2,057, 400 1,724, 650 332,760
Edgewood Manor Apartments, No. 2,
Hartford, Md.Y. .. .. 2, 500 2, 456, 700 2,242, 883 213,817
4 1) U 158, 205 13, 549, 700 12, 562, 703 986, 907

1 Stark had an interest in Seton Helghts and Cross Country Manor.
3 See, 803 projects.
% Land exchanged for capital stock,
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BERNE PROJECT
Sponsor: Qustave M. Berne,

109

Corporate Proloci mortgage
Profect capital | proceeds (includ- Totau;{ojcct Windtall
. stock fng premium) ¢
Rockaway Crest,Far Rockaway, N, Y...| 1$3,000 1 $16, 596, 321 l 1 813,712,485 1 42, 883, 836
{ Combined figures for 3 project corporations.
BONNER PROJECT
8ponsor: Bertram F. Bouner.
Corporate | Project mortgage
Project capital | proceeds (includ. | o181 Proleet | yyingray
stock fng premium) I
Bon Haven Apartments, Richmond, Va..| ! $3,000 I 143, 995, 389 | 143,058,045 14937, 344
1 Combined figures for 3 project corporations. ¢
BOWEN-SUNDY PROJECT
Bponsors: William A. Bowen and James L. Sundy.
Associate: P. H. Preston.!
Corporate | Project mortgage
Project capital | proceeds (includ- Tom(l‘gs):oject Windfall
stock ing premjum)
Nelson Apartment, Suvanah, Qa......... $7, 500 $1, 402,000 $1, 100, 290 $301, 710

1 One-third stock interest of P, H. Preston held in the name of Willlam A. Bowen, The stock interest
of these stockholders was sold prior to completion of buflding improvements,

JOSEPH J. BRUNETTI PROJECTS
Bponsor: Joseph J. Brunetti.

Corporate | Project mortgage
Project capital | proceeds (lncﬁdo Tota‘!o[;{oject Windfall
stock ing premium)
Brookchester, Inc., New Milford, N.J...| 1810,000 1$11,011, 207 1 $9, 040, 032 141,071,175
Maybrook (lardens, Maywood, N. J.....| 710,000 13,705,078 | 13,696,283 19,695
Richfield Village, dlnon, Nodooooennnne 38,000 17,627,370 37,401,652 3135,718
Rutherford Apartments, Rutherford,

Ne e eiteeccccncneaaans 5,000 1,001, 000 057,871 43,129
Van Ness Gordens, Maplewood, N, J.... 1,000 758, 608 , 143,210
Wright Village, Lodi, N, J_..........z._. 1,000 4,157,010 4,012, 552 144,458

Totaleeseece e 35,000 28,261, 263 27,000, 298 1,260, 965
1Combined figures for 10 project corporations,

¢{Combined figures for 6 protgct corporations.

iCombined figures for 8 project corporations,

. CAFRITZ PROJECT
Sponsor: Morris Calfritz.
Corporate | Project mortgage
Projoct apital ® | proceeds (incfage | Total proleet | wingran
stock ing premium)
Parklands Manor, Inc,, Washington, D, C... $15,1586 $3, 503,000 $3,011,000 $552, 000

54468—54~——8



110

FHA INVESTIGATION

CARMACK PROJECT

Sponsor: Edward A, Carmek.

Assovintes: Joseph W, lart, Bolten MéBri

(e, und Shelby Construetion Co,

Profect mortgage

. e e —ar—t o

e

Corporate Moo -
Project eapital | proceeds tinelind- Fotal "f:"" et Windmi
stock Ing premium) tus
Stone River Homes, Rutherford, ‘I'enn ! $70, 100 $1, 810,00 $4, 486, 00 ’ 333, 000
i !
1 Ree, 808 project.
CARNER PROJECT
Sponsor; Jack Carner.
Corporate | Project mortgage | o, "
Project epite] | proveeds dneld- | TP PO g
stack g premium) | '
.. [ i . e
Kingsway Qardens, Brooklyn, N, Y _ . ' $01, M08 ' $2, 440, 530 $1, 080, 384 | $154, 148
COHEN PROJECTS
Spotsor: Ben Cohen,
Assoctite: Herman Coben
Corporete | Projeet mortgoge | g -
Proeet enpital | proveeds dnetud- | Y ‘""'“'::"l' vl Windtall
N stock ing preminm) o
Momoe Pk Apartidents, Wilmington,

el . . 240, 000 2 45, 200, i) 284,770,000 24520, (0N
Sylver Hill Apartments, Suithnd, Md A0 1, 40, 700 1,376, (00 120, 70
Hightand Apartments, Qloneester, N J 1, (XN 2, 2044, 00 2, 240,00 24,000
Penn Manor Apartinents, Conden, N, J 14,000 32,405, 200 32,430, 00 LR
Camp Allen Apartments (Wheny proj-

ect), Norfolk, Va . (LU 2,413, 700 1, L, 700 451, 0
Howard Apartinents, Portsmouth, Vi L] 4207, X0 4270, 000 2,0
Lee Honsing, Craddoek, Va [} 1, 194, &0 1, O, () 134, &0
Riverdiive Apattments, Newport News,

W [{L1] 1, GRE, (0 1, 481, 00 J03, ()
River Point Apartments, Notfolk, Va 10 1, 710, 00 1, &84, 000 [ PAXG (1)
Benning Apartments, Washington, D 1, A, 0 T, U0 =21,000
Eastern Avenne Apartments, Washing-

fon, D, C P e 18, 00 1541, 000 3 540, (O 310,000

Total .. .. 30, 700 19, 907, W0 IS, 113, 300 1, 704, 600

1 Herman Cohen has an interest in PPenn Manor,

1 Combined flgares (or 3 project corporations.

1 Combined flgures for 4 project corporations.

4 Combined flgures for 2 project corporations,

$ Not avatlable.

; DILLER-WEBER PROJECTS
Sponsors: B, S, Diller, and Arthur 8, Weber,
Assocites: Teving L, Kalsman! Herman Kranz,? and David Salot,?
Corporate | Project mortgage | o y
Project eapital | procecds ginelud- | ! "'“(‘,"'::“" et Wil
stock ing prembinm) ’
‘ Baldwin Gardens Co, Los Angeles, Calif $1, 000 $2, 288, (0 $2, (01, 446 $227, 154
Wilshire-lav Cienegn Gandens,  Los
; Angeles, Calif 39, 00 1, 947, 600 1,827,211 110, 380
Monte Bello Qardens, Monte Bello, Colif 3147, 000 3 340, 000 3508, 000 335, 000
Total . 77,000 L7000 | 4,088, 057 302,548
i

 Kalaman bad an fnterest in Baldwin Gardens,
1 fkoranz nnd Satot had an interest in Wilshire-La Clenega Gardens,
3 Combined fgures for 10 project corporations,
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DONOVAN PROJECTS

Sponsor: Richard Donovan,

Projects

skyway Homes, Ine,  Rophl City
AN ' '

Meadow
Muunt

Totd ...

1 Nee, 803 project,

Corpornte
enpital
stock

25,028
24,878

RIRLLY

rojeet mortgage
proceeds (inelud-
ing premimm)

&4, 413, 000
4, K14, 800

X, 047, 800-

Total project
cost

£, 210, 580
4,547, 007

- .
7o ISR, 07T

EDWARDSCORCORAN PROJECTS

Sponsors: Wayne ¥, Edwands Leanard R, Corcoran,

Assoclnte: BEdwnrd A, Dwyer,

P'roject

Watson lh)\nlu\'nrd Apartments, Roches.

ter, N, ..
Chapel Courts, Hampton, Va

Totl, o oee e e e e e

1 Not available,

Sponsor: Samue] Firks,

Project

Holly Park Kuolls, Englewood, Calif
Astor Building Ca., Los Angeles, Colif
Barelay Bullding Co, Lo Angeles, Colif
Chase Building Co., Los Mngeles, Callf
Drake Building Co., Los Angeles, Calil
Eilen Building Co., Los Angeles, Colif
Frankln Building Co,, Los Angeley, Calif
Creant Bullding Co,, Los Angeles, Calif
Howe Building Co,, Los Angeles, Calif.
Tndtana Bullding Co,, Los Angeles, Calif.
Jetferson Building Co., Los Angeles, Calif
Kentucky Duilding Co., Los Angeles,
Calif e e s
Lennos Building Ca,, Los Augeles, Calil.
Magtn Bullding Co., Tos Augeles, Callf .
Norse Building Co., Los Angeles, Callf....
Oltmpla Building Co,, Lox Angeles, Calif
Preseott Bullding Co,, Los Angeles, Calif
Quiney Bulldhng Co., Los Angeles, Calit
Ruletgh Butlding Co., Los Angeles, Calif.
suson Butlding Co., Lox Angeles, Calif
‘Thorne lmll«lln': (*o., Los Angeles, Calit
Ul(ll\'ﬁ;xll v Bullding Co., Lox Angeles,
alif........ PR ceecesessanan

Total......... seaesencnannconsnsane

Corpornte
eaplitl
stock

&1, 000
()

a0 |

Project mortgnge
procecds dnelud-
g premium)

$310, 000
14400

- 48‘, [LLU

Corporate
taipitl
stoek

1,000
5,000
O, )
LALLY
b, (0
ALY
&, )
b, ()
5, 000
&, 000
5,000

5,000
EXLLL
5,000
&, ()
B, 000
EALLY
6, 00
5000
5,000
8, (0

5,000

108, 00

FIRKR PROJECTS

Project mortgage
procveds (inelind-
g premium)

100, )
145, 0080 |
174, 200
178,20
173 200
163, 700
178, 2w
1E8, 400
145, 000
173, 200

175, }0
197, 50
1, 400
144, A0
14, 400
134, 40
145, 200
145, 200
158, 400
145, 200

158, 400
8,041,000

$2, 815, (00 l

Totnl praject
. cust

$410, 000
128, 0

47,000

Total project
cost

$2,027, 000
192,115
147, 6\
104, I8S
16k, 821
161, 50
155, 063
[N RUAS
135, Kot
147,702

102, 284

107, 82
I8N, 12K
120, 60l
120, 248
120,022
120,043
149, 50
138, 1
158, 870
138,124

154, 408

5, 748, 222

11

Windfall

£172, 420
8, ¥
280, 223

Windall

$21, 000
10, 000

T anow

Windiall

- $12, 000
7,454
T.an
N, TN
0,370

1w
8, 647
0,47
7,007
T, N

10,010

7.8IR
0,472
7.7
8, 152
TN
7,787
b,
G, 780
4,514
7,000

3,007
142,478
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FISHER PROJECTR

Sponsors: Martin Fisher, Larry Fisher, and Zachury Fisher. .
Assoclite: Jurco Bros.t K
i
. Corporate | Project mortgage | o N £
i Project capital | proceeds (inelud- rm"&,‘:{"““ Windfall ;
" stock fng premium) 8

Lynn 'I‘erx\lyo Apartments, Kow Gar.

dens, N. Y. .0 0 oL L. 282,000 1 .$2, 400, 400 1.$2, 231,000 1 $218, 400
Bennett Arms, Inc., New York, N Y .. 1,000 569, 000 534, 000 35, 000
Woadbrtar Manor, Jackson Heights, Long

Ishand, N. Yoo coo e 1,000 5,037, 300 4,003, 085 074,216

Tot). o i 4,000 8§, 105, 700 6, 878, 085 1,227,816

1 Jarco Bros. had an interest in Bennett Arms,
2 Combined tigures for 2 project corporations,

GARVEY PROJECTS

Sponsor; W, W, Garvey.

X Corpornte | Project mortgage | o !
‘ Project enpital | proceeds (nelud-| 7 "mz‘,'\f{”j‘ et Windtall

stock ing pramium) ’ -
. Batten Apartments, Ine., Wichita, Kans $62, 000 $1, 105, 000 $002, 507 $202,433 2
. Fort Rile A‘mrmwnts Qeary, Kansi_ .. 40,000 2,931, 000 2, 800, 000 122,000 B
: Parkwood Village, chhlm, Rans....... 18, 000 782, 500 (80, 744 101, 756 .
: Totad oo oo e 149, 000 4, 818, 500 4,312,311 420,189

1 See. KO3 project.
QLASSMAN PROJECT
Sponsor: Herbert (Husstnn,

Corporate | Project ntortgage Tatal project

Projeet capital | proceeds (includ- . Windil
stock ing premium) vost f
- o i
Glass Manor, Prince Ueorges County, 3
M. el 185,005 1 $6, 249, 000 145, 007, 8u8 1 4251, 102 ‘

1 Combined figures for 3 project corporations.

GORDON-PRESTON PROJECTS

- Sponsors: B, Gordon, Jr., E. J. Preston, and H, W, Hutman,
. Associntes: Investors Diversified Services, . M., Bros, Carl Budwesky, and Don A. Loftus,

Corporute | Project mortgage \
X Project capital | proceeds (includ- T""‘L,':{o"'“ Windfall
» stock fug preminm) s
: Shirley Duke Apartments, Scetfon 1,
e Arlington, Vo ool $1,000 $2,674,000 $2,100, 742 $474,268
Shirley Duke Apartments, Scetlon 2,
Arlington, V. oL 1,000 2, 808, 000 2,260, 041 331,950
Shirley Duke Apartments, Section 3,
Arlington, Vi ..o 1,000 1, 840,000 1, 540, 750 209, 244
Shirley Duke Apartments, Scction 4,
Arlington, Vo ..ol 1,000 2, 390, 000 1,970,719 413,281
Shirley Duke Apartments, Seetion 5,
Arliogton, Vb oo oo 1,000 2, 288,000 1,037, 242 350, 788
Shirley Duke Apartments, Scection o, .
Arlington, Va _........ ereeccaeaameannn 1,000 2,056, 000 1, %06, 117 249,883
Total ........ eeeececcaicsennaan eee 0, 0 13, 846, 000 11,726,017 2,119, 383
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AQOTTLIEB PROJECT
Sponsor: Dr. Samuel D. Gottlieh.

Corporate l‘t-)jocl mortgnge | o, . -
Project eapital | proceeds tnelud- '""",()'::"J‘" | Windtl
stock ing premium) cos |
District Helehts Apartments, District !
Heights, M. ... ..., $3, 800 $5, 700, 900 $4, 500, 000 . $1, 200, 900
AROSS-MORTON PROJECT
Sponsors: Alfred Qross, Qeorge M. (Gross, and Lawrence Morton,
Corporate | Project mortgage | o -
Project enpital | proceeds (inetud- | 7 0'"&,':,{"]‘ el Windfall
stock ing premium) :
Qlen Onks  Village, Bellerose, Long
Whand, N Y . 1800, 000 1420, 759, 000 1421, 740, 367 | 1 45, 018, 633 (L)
1 Combined figures for 11 project corporations.
GUTERMAN-MASCIOLI PROJECT
Sponsors; Julius Quterman, Samuel Guterman, and Joseph Masciolf,
Corpornte | Project mortgage gy
Project capital | proceeds (inefud- 'l‘m“"“';{"’"‘ t Windaall

stock ing premium)

QGreat Neck Ounks, Great Neck, N, Y... | 1 §30, 000 l 1 45, 60, 439 l 184,620,512 l 181, 408, 927 (1)

t Combined figures for 3 project corporations.

HAHIN-KNOBLER PROJECTS
Sponsors: Willlam P, Hahn nn}i Aaron B. Knobler.

Corporate | Project mortgage o |
Project cpital | procveds (nelud. | Tot! ":';“J“' L Windfall
stock ing premium) 00 ' .
WPH Apartments, Bayside, N. Y...... $5, 000 $1, 218,078 $1, 025, 800 $102, 278
SHR Apartments, Bayside, N. Y.. 5, 000 1, 089, 651 1, 447,000 542, 051
ABK Apartments, Boyside, N, Y ... 5, 000 897, 160 754, 450 142,704
TOU. ... oeeeeeeeeeeereeaeennnns 15,000 4,104, 880 3,227, 250 | 877, 633

HEH#8-OLIVIERI PROJECTS
Sponsors: Haskell Hess and Emitio Olivieri. ’

Corporate | Project mortgage
Project capital | proceeds (includ.
stock ing premium)

Total project.. g
1 Droj Windfall

Al»lng' Apartments, Jackson Helghts,

B PP $2,000 $1, RN7, 600 $1, 717, 600 $170, 000
Eimwood Qardens, Queens, N, Y .. 12,000 11, 159, 600 11,058,053 1103, 047
Iroquols Apartments, Hollis, N. Y. 2,000 832, 000 636, 930 195, 070
Jeftrey Qardens, Bayside, N. Y... ... ... 12,000 12,387,758 12,02, 050 1 337,600
Palo Alto Apartments, Hollls, N. Y. .. . 8,000 817, 650 708, 081 109, 89V
Louden ardens, Albany, N. Y.......... 2,000 2,710,854 2, 705,910 -49, 056

AT F | DU 18, 000

9. 771,469 8, %04, 500 { 806, 969

1 Combined figures for § pmiocl corporations.
2 Combined figures for 2 project curporations.
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KARKELL PROJECTS
Sponsor: Mfted Kaskell,

Corporate | Project mortgne

Project eapitl | proceeds tineld- Fotal Lf{"l""' Windtal)
stock ing preminm) o
Forest HUls Permee, Bloomtield, N J. £1, 000 $1, 543, 000 $1, 047, 000 ~$104, 00
Howard ‘Terraee, Forest HHlls, N Y 1, 000 4, 255, hHM) 4, 025, (00 W, AN
Anttn Terraee, Forest Hills, N, Y 1,00 4, I, N0 &, (W), 000 —~ 185, 20
Centeal lhmlm:«. No. 1, Farest Hills,

NY O 1, (0 <, BOK, (W) 3, OMK), g - 242, 04
Centenl Cardons, No. 2, Forest’ Illlls.

N. Y 1, (0 1, J04, A0 1, 425, () ~ 1A, M)
Hunter Qurdens, Flushing, N, Y 500 1, R, KK 1, 620, 000 240, (0
Churehtlt Manor, Kew (avdens, N Y 1,000 LIos e [ AT 00N W7, 108
Fleotwood, No. 1, Fleetwood, N Y .. 1,0 P LU ) 1, 20, 000 170, M0
Fleetwomt, No. 2, Fleetwond, N, Y . 1, 000 2,00, 1, Wik, o0 138, ()
Linden Qrove Apartments, "Now Il\du

Pk, N Y 1, 0 1,371, IN8 1, i, (k) ~ 24, K18
Ihara llur«lvlu Flushinge, N. Y 1, () 1, 657, o0 { S, 000
Forest Hills \lulml, IMoomiteld, N, ) 1, (X0 2, N 15, ) - - 0N, 102
Nornunulle Apartments, .\m\mk. NJJ 1,000 M7, W [N U 7 B K s
Forest  HHlls - Apartiments, Ilhmmlh-hl

AR - [ NLLY 2,000, 000 PRCLINLET) - 1A, 000

Total . . IN, (0 SR, 02 RN (N | EKIK ALY

KAVY-HIRSU ProJper

Sponsors: Alex, P, Hirsh, Henry tesh, Lowds Benediet, and Morris Kavy

Corporate l Project mortgapge | oo "
Projeet wapital § procecds doelnd- Fot 'll"'::"l' vt Windtadl
stock I ing prominn

H - -
1

Farragut ardens, ne,, Brooklyn, N, Y. 1410, (00 ! N T, T00 | F I, 008, 200 l'SI,u'.'R, o (1)

VCombined teares for 5 praject corporations,
KEELTY PROJECTS

.\'plunsnrs: Fames 1, Keelty, Jr., Mes. Jates ). Keelty, Joseph 80 Keelty, James Dovment, and Mrs, James
Yormend,

Corpurnte | Projeet mortgage | o X
Project capital | proceeds dnelud- ! """l“'::""“ ! Windel
stovck ing preminn ’

Rodpers Forge Apartments, No. 1, Baltle

muore, Md $8, 000 $2, 100, 00 $1, 600, 670 #1431
Rodpaers Forpe Apmitments, No. 2, Balti-
hote, Md 3,000 2,028, 80y 1, 008, 528 4. ’0, ae
Totul 0,000 1,130,500 3, 300, 201 | 831, 506
i

KESSLER-ROSEN PROJECT

Sponsas: Aley Kesster, Jean Van Dyka Kesster, Harey Rosen, and Joseph Plrozzl,

I
! Corporate | Project mortg e

Project enpital | procemds donelad. Tot '(L'lf{"l"ﬂ Windtul
i NI lm. prumlum) >
Brudduck  Gardens \|mrllm-nl~ Inv..
Queens Village, N Y $750 $1, 350, 128 $1, 040, 400 $318, 728

-
oy

Rt

et st SithC AT S S S

o s S

s ]



FHA INVESTIGATION

KLEIN PROJEMTS

Sponsor: Kalmun Klein,

Project morty pe .

‘ Corporate ]
7 proceeds (inehind- | |
i
i

et
stuck

Project - Potal project 1 W il

ing pemiann

Langstule Corp., Bellerose, N Y LRI00, 00 VRS, O, R ‘ LR AR TR T L3717, 018

Austin Gardins, Forest 1Hills, N, Y 1, (0 1, 28, i ' 1,217, 540 76, 414
Lo . oL
T'otal oL, oo 1, 418, 707 i o, 04, A2 i 704,080
FCombined gares for 2 project corporations,
KNOTE PROJECTS
Sponsms - Chiarles Kuott, Matin K eott, nnd John koot
L Corporste | Proect mm b ge | !
orpagete e Ul we . ' ..
Projeet eapt el | procecds dnelind- o "“":""” Windtahl
Eoostoek lm. premium | '
Chesapeshe  Gatdens, No. 1, Harford i '
County, Md.t X1 5, 200, 000 | $2, 704, 610 $101, 384
Chesapenhe Cndens, Noo 2, Hanford | 1
County, M.t o nom LOST, 000 LR AN n, 116
Chesapeahe Gardens, No, 3, thaford ' i
County, Ml | l,.\\ﬂ Nm ; 1, 242,40 ] 340, 300
‘Totul 1N, tNK} h, li mu I 5, 309, 881 ’ 1, 0, 8GY
1 Ree. M8 projeet,
HCombined tigure on grojects L and 3,
KRAUSSZAGER PROJECTS
Sponsots: Max Kranss and Alesander Zager,
}
Corpotate | Froject mortgage | o, ,
Project capital | proceeds (inelud- l"l“l“l:{"h“ ‘ Windmll
stovk ng premium; v i
— e ——— e . e —
\ll'tl\\u\' Gardens  Apartnwents, 1 2, S $hIN, D20 $215, um! UL, h
!l'llll. \'\
~|u-p|wn| Gardens Apartments, Hous. 127, iy 1, 182, 300 1, 0N, 721-' R L]
ton, ‘l'ex, |
Totl oo e 120, 300 1,520, 8% 1,348, ¢z..| 477,000
——————— e e aes e b vaws mewos - - _._.,_..... ——— s wa
LEVITTET PROJECY
Sponsors: Willimm J, Levitt and Afred 8, Levitt,
Corporate | Projeet ntortgage | oy -
'roject capital | proceals Ginelud- | 1 "'"(‘J:{"" el Windtall
stoek ing preminm) 8
Levittown, Long Ishand, N, Y000 . $50, 00 $20, 0L6, 500 20, LW, (00 $6, 797,

Vscetion 608 projeet,

1
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LIPPMAN PROJECTS
Sponsors: Leo A, Lippman and Maurice B, Lippman,

Project mortgage

Corporate
Project capital | procecds (Includ- T“'“gﬂ'::"j"“ Windfall
stock ing premium) g
Admiral Homes, Inc., Indianapolis, Ind.. $88, 400 $486, 000 $458, 030 $27,970
Arllngton Apartments, Inc., Indianapo-
180, 000 1, 158, 000 1,309, 751 148,249
188, 000 1, 738, 200 1, 641, 459 00, 741
169, 000 1, 466, 100 1, 461, 701 4,309
70, 500 @31, 800 624, 722 7,078

In 158, 750 972, 000 932, 836 39, 164
Eddy-ColfM Apartments, Inc.,, South

Bend, Ind ... ... ... ... 20, 700 178, 200 186,313 8 113
Frontenae Apartments, Inc., Indlanapo-

Ms, Ind... ... ... 104, 000 818, 100 761, 994 56, 108
Granville Apartments, Inc., Indianapolis,

Ind. . ... 16, 500 413, 100 373, 444 39, 656
Kitley Corporation, Indianapolis, Ind .. 84, 200 571, 700 545, 746 25,955
Mincar Homes, Inc., Indinnapolis, Ind... 16, 300 154, 200 145, 640 8, 570
Norden Court, Inc., lndlnnupolle. Ind.. 1, 599, 400 501, 092 37,408
Sherwood Apurtmems, Inc., Indianapo-

Mis, Ind.._. ... . ... 08, 000 882, 900 818, 357 64, 543
Shorelund Towers, Inc., Indianapolls,

.................................... 217,000 1,838, 700 1, 768,801 69,899
\\'ebstor Homes, Inc., Indianapolis, Ind._. 48, 600 275, 400 201, 304 14,036
West Arllnglon I{omos. Inc., Indianapo-

..................... 81, 500 471,700 430, 922 20,778
\\'lndcrmore Apartments, Inc

Ind . 32,000 283, 500 259, 787 23,713

Total. oo iaciicaieaae 11,701, 950 13, 239, 000 12, 562, 938 676, 062

1 Of the total corporate capital stock, $24,180 was issued for cash, $708,700 was issued for land, and $909,070
LOFTUS PROJECT
Associates: D. E. Ryan, C. J. Ryan, Jack F, Chrysler, Webster R. Robinson, and Marshall Robinson.

was Issued for a contruct fee,
Sponsor: Don A, Loftus,

Project mortgage

Corporate
Project capital | proceeds (includ-| TOtal Prolect | winqpay
stock ing premjum)
Beverly Manor, Columbus, Ohio.........] 184,000 | $8, 826, 400 147, 690, 999 181,135, 401
1 Combined figures for 4 project corporations.
MINKIN PROJECTS
Sponsor: David Minkin, X
Corporate | Project mortgage
Project capital | proceeds (includ. Tota‘!og{oject Windtall
stock ing premium)
Riverview Terrace Corp., Flushing,
LongIsland, N, Y. .. ...oao.o ... $300 81, 400, 000 $1, 260, 000 $140, 000
Pomonok Crest Apartments, Kew Gar-
dens, Long Island, N, Y. .............. 300 1, 525,000 1,375,000 160, 000
Franklin Gardens, Inc Flushlng. Long
[£177:1 1 | P S 1, 500 1,100, 588 881,365 219,223
Totale e encnecacinanas 2,100 4,025, 688 3,816,365 509, 223
MINTZ PROJECT .
Sponsor: Louls Mintz. :
Corporate | Project thortgage
Project capital | proceeds (includ.| Total L’{"]‘“’t Windfall
stock ing premium) €08
Kingsway Development, Inc., Brooklyn,
I S U $1,000 $1, 288,818 $1, 150,398 $138,420

T o A R e R A R N
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MURCHISON PROJECTS

Sponsors; Tecon Realty Corp, (Clint Murchison, Jr., and J. D, Murchison) and Centex Construction Co.,
(Tom Lively, Fletcher Lippert, and Ira Rupley). .

117

Corjiorate | Project mortgage | - .
Project apital | proceeds (includ- | Tt Project | ywingg
stock ing premiumy) g
Randolph Afr Force Base, Bexar, Tex.)...| 2 $10,000 2 85,142,100 284,572,100 2 $570, 000
1 See. 803 project.
$ Combined figures for 2 project corporations.
MUSS.SCHAFRAN PROJECTS
Sponsors: Alexander Muss and Samuel Schafran.!
Assoclates: Nathan Manilow 2 and Jacob L. Rappaport.?
Corporate | Project mortgage ,
Project capital | procecdstinclud. T”'“(',O';{"’“t Windfall
stock ing premium)
Mitchell Manor 1, Nassau, N, Y.\........ $1,000 $2, 204,308 $1,9071,044 $232,754
Mitchell Manor 2, Nassau, N, Y4 . ... 1,000 3, 189, 400 , 808, 542 , 858
Parkway Gardens, Brooklyn, N. Y..._.. 108,913 1,078, 200 952,333 125,867
Yantacaw Village, Nutley., N. J.......... (¥) 85, 455,000 |..oeneen... .o,
Boulevard Gardens, Bayonne, N.J...... 88,775 1,075,000 , 536, 858 138,142
Sunset Qardens, Nutley, NoJeaceeneo.... 29, 995 595,750 676,302 ~80, 552
O TS ' 320,043 l 9,107,748 8,400,679 760,909
! No Interest in Yantacaw Village or Sunset Gardens,
3 Manllow had an interest in Yantacaw Village.
3 Rappaport had an interest in Mitchell Manors 1 and 2, and Parkway Gardens.
¢ Sec, 803 project.
§ Not available.
NEISLOSS-BRONSTEIN PROJECTS
8ponsors: Benjamin Nelsloss, Harry Neisloss, and Benjamin Bronstein,
Corporate | Project mortgage
Project capital | proceeds (includ. | TOt Project | yyinggen
stock ing premium)
Brookside Gardens, Somerville, N. J..... $30 $3, 168, 500 $2,642,884 $525,616
On\lltlnnd QGardens (Springficld), Queens, %0 £.294.800 4,919,030 476,761
) PR (O, feees eeeeiiseenaeraan , 24, . 919,
Oakjund Gardens (1)), Queens, N, Y.. 30 1,953, 800 1,822,727 161,073
X117 SO 90 9,447,100 8, 384, 650 1,062, 450
ORLIAN PROJECTS
Sponsor: Israel Orlian,
Corporate | Project mortgage
Project capltal | proceeds (includ- Totnclolgojcct Windfall
stock ing premium)
Congress Gardens, Brooklyn, N. Y....... $400 $089, 828 $751,671 $238, 157
Boulevard (ardens, Forest lillls. N.Y.. 400 2,704, 592 2,365,850 338,742 (L)
Floral Park, North Bergen, N.J......... 10,000 2,177,500 2,029,411 148,089
Floral Purk, No. 2, North Hergen, N,J.| 10,000 883, 500 904,078 | 21,478
X117 U 20, 800 6, 755, 420 0,051,910 703,510
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LR LR

4, OSIAS PROJECTS
\' onnsor "urr) L. Oslas.
Corporate | Projeet mortgage | o o, -
Project eapital | proceeds (inelud- ! """l ':{‘)]' ol Windfall
stock ng premiium) S
¥ Jnckson Apartments, No. 1, Ine., Juck-
son Hetghts, N Yoo 0 0 oL $1, 000 871, 855 $71L, 081 $100, 824
Jackson \|mr|monﬂ. No. 2, Iae, Jack-
son, Helghts, N, Y. . 1,000 872,870 719,692 163,178
Kew Oardens A;nrlmvnu lm‘., Qnﬂ-nc
B N.Y. . 112,000 9, 788, 125 VS, 747, 688 11,010,837
4 Kew (Fardens Hills, Ne. 2, Inc., Qum-m.
N. Yoo .. L .. 1, 000 4, 216, 401 2,477,014 T08, 787
3 Third Kew (hardens Hills, Ine., Queens,
R NeYoo.o o s 1,000 3,708, 590 2,704,215 1,080, 315
i Kew Gardens Hills, Ine., No. 4, Queens,
g N.Yoo L . 1,000 4, 715, 898 3, 158, $1R 1, 367, 680
Kew CGarden Hills” \pnrmwuw Ine.,
B Queens, N, Y. . 1, 000 3, 622, 850 3, (83, 436 30, 114
. 1024 8t. Apartments, No. 1, Ine., Forest
Hills, N.Y...... . ... .. 1,000 1,370,022 1,230, 145 130, 875
@ 1021 8¢, Ap-nrtnu-nte No. 2, lm- lorml
" S, N, Y i e l.l\ﬂﬂ L 21,208 1,083,051 128, 214
iy K X | 20, noo 20,498,176 i 21,624,120 i 4, 469, 056
: t Combined fignres for 12 project corporations.
“ PAGE MANOR PROJECT
3 . Sponsors: David Mussand Norman K, Winston.
f: Yo Assochtes: Link Cowan, Fruest Cowan, and ‘Fecon Realty Corp.?
! Corporate | Project mortgage | o o -
Projeet el | procesds tinelud-| ! """l_"'::"]' ot Windfal)
stock fng preminm) ’
: Tage Manor, Dayten, Ohle? e ‘ 3 3800 ‘ IR17,370.500 | 3 $10,613, 439 ' 387640, 061
'I rineinal owners of Tecon are Clint Mure msou, Jr,, mul 1D, \lllrchisun ‘,
2 Ree, 803 project. :
' Combined figures for 4 projeet corporations, E~
PICKMAN PROJECIS N
! Sponsor: Morton Plekman, !
I ! ]
Corporate | Project mortgage , oo - "
g Project eipital prmwnls(im-lml-i Tot ‘(l,"'::"l”' Windfil %
“ stock ing premium) g
Hollis Crest Apartments, Holliswood,
. N.Y L $1,800 $1, 674, 450 $1, 516, 761 $27, 680
: Hrl.m\mnl Gardens, Forest Hills, Long
¢ Island, N. Y 6, K 4, 550,240 4, 080, 008 470, 142
l'-nrk\\.n Crost Apzlrmwnh “Holliswood,
N. Y. 1,800 3,220,230 3, 148, 244 80, 486 g
Whitehall *Crest ™ Apartments,  Hollis-
wood, N. Y ... ... . 1,800 2,505, U84 2,427,433 78, 651 -
Foot 1{ill ‘Ferrace A;mrtmonlw. Hollis-
wood, N. Y . 1,800 1, 682, 980 1,649, 733 43,253
Arrowbrook (Iun!om. I-lushinn. A)ng
Island, N. Y. s 2,000 2,755,250 2,400, 190 264, 060
Mot .o 15, 20 16, 307, 140 15, 333, 459 073, 681

g
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PUNIA-MARX PROJECTS

Sponsors: Charles Punin and Willlam Marx, -
Assoclate: Israel Orlian, .
Corporate | Project mortgage Total project
T'rojeet eapital | praceeds (includ- 1 (’J\'t( o Windfall
stock ing premium) g
Clinton Terrace, Ine., Nussau, N, Y 144,000 $1, 8, 308 $1, 040, 068 —$§17, 760
Larchmont Propertles, W v\u-lu-el«r..\ \ 134, 500 2, 315, 20 2, 446, 240 ~ 131,040
Rarnes Gardens, Bronx, N, Y . 400 8O3, 814 4, RA5 =71, 041 (1)
Greystone Gardens, Brony, N. Y. . 400 1, 100, 497 1, 348, 408 =147, w0 (1,)
Hutton Lafayette, West Oranke, N.J 5,000 2,003, 700 LUMHS | ~54 770
Hurbor Gardens, lmmklxn. N Y 400 1,483, 321 1, 230, 302 263,019
\\uml('lm Hills, No, \orlh Hergen,
N.J 400 2,127, 810 1, 104, 388 133, 452
Woadelitf Hills, No. 2, North Bergen,
N.J 400 | 1, 385, 280 1,320, 2% o, 050
Rusken (‘ullvw Gardens, Forest Hills, l
N, 28 . 2, 200, 705 2,210,203 80, 502 (1)
Oliver s mlnm. llr(ml\l\n. N Y 40 ! 2,324, 500 1,972,777 A, 783 (1)
Qum-m College Gurdens, Kow (ll\f(ll‘llh |
............ - 40 | 3, 750, 000 319, ...‘2 (1)
()uuln\ Gardens, Forest nm« \I Y. 450 2, 504,870 1 y 152, 519 (1)
Sun Dawn Gardens, Brooklyn, N, ¥ 6,000 1,656,464 | 1,306, ™2 159, 682
Edwark I'nuu-rllm Almrmwnm Ine., L
Brooklyn, N. Y 400 | 574,100 K30, Ho 43,6874 (1)
Narrows Gardens, Brooklyn, N, Y. . %) | Wiy, 340 570, 868 89, 472 (L)
Montjeello (l.mlmw Jackson “NL’M\, ¢
N. 400 1575, 115 1,203,877 | 281, 238 (1)
\vrmm College Qardens, Forest lllllc |
N. 400 1,601,137 1, 430, 893 200,244 (1)
Phurman College Qardens, Forest Illlle
N. Y. . 400 1, 677, 482 1, 365, }40 211,636 (1)
Blossom Qardens, Flushing, N. Y. . 40 1,720, fi5 1,604,770 121, 780 (L)
Aero Qardens, Forest Hills, N, Y 40 2, M, M2 2,325, (WX 378,024 (L)
Dahill (h\rdune Ine,, lmmkl\n \ \ L) TAR, 07 .00, 444 . 70,58
Continental (lxmh-m Forest Illlle .Y 2,500 1, 839, 110 1, 833, 370 205,740 (1)
Total e e e e 157, 800 39,020, 153 36,251,770 2,768,377

\' Orl‘l:mlh:ul an interest in Woodeliff Hills 1 and 2, Rusken College Gardens, Sun Dawn Gardens, and
Aero Gardens,

QUEENS VALLEY DEVELOPMENT CO, PROJECT
Sponsors: t Framels ‘Caylor, Sir Godfrey Way Mitehell, Taylor Woodrow, Ltd,, Owen Fisher, Fayette
Investment 'I‘rml Lid. ,xmcl John 1, l‘umcr.

Corporate § Project mortgage Total "m]‘,(‘t

Project capital | proceeds (includ- e Windfall
stock ing preminm)
.r\l{c:-,\'yl':lrk Homes, Bayside, Queens, $6, 000 $6, 108, 500 $5, 874, 3G 322,114
NOYL !
1 Stockliolders of Queens Valley Development Co.-- all British subjeets.
RODMANFINK PROJECTR
Sponsors: Sumuel Rodman and Max Fink.
Corporate | UProject mortgage| o o
I'roject capital | proceeds (includ- | 1 otn(!‘xl;oh ot Windfll
stock ing premium) S
Atlantle Qardens, Washington, D. C .. .
Chesapeake ’l‘nmﬂv, \\’:whlnuu'm. D, C.. } 145,000 ! 81,850, 200 11, 508, 200 ! 342,000

1 Combined figures for 3 projeet corporations.
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ROSE-COYNE PROJECTS

Sponsors: Charles Rose, Marshall Coyne, and Arthur Hamburger.
Associates: Irving Rosoff and Samuel Rosoff.

Corporate { Project mortgage | -
Project capital prmjx'eds (includ-| T °‘°30';{“’°“ Windfall
stock ing premium)
Jeflerson  Village Apartments, Falls
Chureh, V.. oooereeceeccecaaeanens 1$5, 000 144,852,500 | * 184,571,005 1$281,435
Quebee House, Washington, D. C........ 12,000 17,388,000 16,919,163 3468, 837
Total. ceeeeeecacacrccncncacenaeann 7,000 12, 240, 500 11, 490, 228 750,272
t Combined figures for 10 project corporations,
1 Combined figures for 2 project corporations,
ROTH-SCHENKER PROJECTS
Sponsors; Snmuel J, Roth, Joel W, 8chenker, and George Qregory.
Associate: Harry Ginsberg.!
Corporate | Project mortgage
Projoct capital | proceeds (includ- Tots(m{oject Windfall
stock ing premium) ’
El { *
mwoud Gardens, East Paterson, N.J.; »
Elmwood Knolls, East Puterson, N.J . 1$2,000 145, 917, 600 145,128,878 14788,722
Muarine Terrace, Astoria, N, Y., Omxorr
Apartments, Astoria, \. Y. fisabeth 43,000 4 11, 429, 000 39,881,427 11,547,673
Apartments, Astoria, N, Y............
X1 D 5,000 17, 346, 600 15,010, 305 2,336,205
1 Ginsberg had an interest in Elmwood Gardens,
1 Combined figures for Elmwood Gardens and Eimwood Knolls,
s Combined figures for Marine Terrace, Gregory Apartments, and Elisabeth Apartments,
RUBENSTEIN PROJECTS
Sponsor; Hyman Rubenstein,
Corporate | Project mortgage
Project DO | Drogeeds (nclud: Total project | wingtall
stock ing premium)
Williams Ficld Air Force Base, Marl-
coPd, ATIZ) oo ieeiieiiineaneecaf it $3,324,100 $3, 288, 000 $30, 100
Davis-Monthan Air Force Base, Pima,
AMZY . e ccecneeeneerenanccaaas 4, 429,900 4,151,388 278, 612
Total. .. eeeemccccccaaacccacionnan- 3 $408, 600 7, 754,000 7, 439, 388 314,612
I Sec, 803 proAcct.
2 Combined figure for both projects.
SARNER-SOLOW PROJECTS
Sponsors: Stdney Sarner and Ralph J, Solow.
Corporate | Project mortgage
Project capital | proceeds (includ- | Tot8! Brolect | winqtan
stock ing premium)
Linwood Park, Section 1, Inc., Teaneck,
N eiciieieciaiceariecenacans 1 $13, 000 1 48, 875, 000 1 $6, 662, 500 1 $2,212, 500
Teaneck Gardens, Teaneck, N, J......... 1, 000 1, 667, 000 1, 490, 000 177,000
Total. ......... eeccccssacsccacanaon 14, 000 10, 542, 000 8, 152, 500 2, 389, 500

1 Combined figures on 13 project corporations,

e LA $2
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SCHNEIDER PROJECTS

Sponsor; Jacob Schneider.

121

‘ |
Corporate | Project mortgage | o, ot !
Project | capital | proceeds (includ- 1 otul'(}q»{ojut 1 Windfuh
! stock ing premium) €os |
Lanson Qardeng, Brooklyn, N. Y........ I $1,000 $1, 194, 800 $1, 063,053 $131, 747
Roder Qardens, Brooklyn, N.Y. | 1,000 770, 400 680, 688 | 8, 712
X117 ) D I 2,000 1, 965, 200 ‘ 1,743, 741 | 221, 459
SCHNEIDER.FLOSSBURG PROJECTR
Sponsors: Fred Schneider and Melvin Flosshurg.
Corporate | Project mortgage ., "
Project capitsl | proceeds (includ- Tot“(!"'g'{""“ Windfall
stock ing premium) i
Rhode Island Plaza, Washington, D. C.. $200 $3,520,000 | . $3,250.000 $270, 000
Parkchester Courts, Washington, D. C..; 160,000 11, 980, 000 V1, 560, 000 1120, 000
b 117\ OO ), 200 8§, 500, 000 5, 110,000 390,000
1 Combined figures for 4 project corporations,
SCHNITZER PROJECTS
Sponsor: Harold J. Schnitzer,
Corporate | Project mortgage
Project caital | procecds (neiug: Total project | windtant
stock ing premium)
Qreat Falls Alr Base, Great Falls, Mont.t.|  $10,200 43, 208, 600 $3,126, 503 ' $82, 007
Hill Air Forco Base, Salt Lake City,
................................. 10, 400 2,800,376 2,723,306 ! 83,010
Toto). e eeeieaeiiiieemenencraannen 20, 600 6,014, 97 5, 849, 059 i 165,017
1 8ec, 803 project.
S8HARP PROJECTS
Sponsor: Carl C. Sharp.
Assoclates: Stewart Morris and Carlos Morrls,
Corporate | Project mortgage
Project capital | proceeds (includ- Totn&g{o}cct Windfall
stock ing premium)
Bayou Park Apartments, Houston, Tex.. $89, 900 $1, 282, 500 $049, 148 4333, 352
Bayou Lake Apartments, Pasadena, Tex. 11, 900 415, 000 323, 92,000
Tota). aeenecaecae i ciacaaans 101, 800 1,697, 500 1,272,148 420,352
SHELBY CONSTRUCTION CO. PROJECTS
Sponsors: Paul Kapelow and Louls Leader.
Associate: Alex Kornman,
Corporate | Project mortgage ,
Project capital progeods (includ- T°‘“&£{°" | Windfall
stock ing premium)
Claiborne Towers, New Orleans, La. _... 1 $700, 000 1 $0, 230, 600 149,133, 484 1497, 116
Parkchester Group, Now Orlcans, La....| 20656,100 110, 845, 600 19,009,412 11,740, 188
Audubon Park Group, 8t. Louis, Mo....| 328,700 311,328,351 11, 770, 351 § — 442,000
Rosclawn Apartments, Natchez, Miss....| ¢ 121,600 41, 741, 600 ¢ 1, 529, 289 212,311
Y1) IR 1, 800, 400 33, 150, 151 32, 532, 536 i 1,613,615

! Combined figures for 2 project corporations,
2 Combined figures for 11 project corporations.
$ Combined figures for 4 project corporations.

4 Combired figures for 8 project corpora!

tions,
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SHPARAGO-SCHMIDT PROJECT
Sponsors: ('ar] Shparago, Hannah Shparago, Frank A. Schinidt, and Fannye Schmidt,

Corporate | Project mortgace | o N
Project capital | proceeds (includ-| 7 Ot“J,“':'t'"l"c" Windfall
stock fng premium) : )
Thie "Town House, Shreveport, La........ 204, 008 $2, 703, 000 $2,417, 000 $286, 000
SILBERMAN-DE CHARIO PROJECTS
Sponsor<: Saul Silberman and Ralph De Charlo.
Corporate | Project mortgage | o, -
Project eapital | proceeds (inelud. “""l, 'f{“h“ Windfall
stock ing premium) Cos
Falefax Gardens, Baltimore, Md. .. ... &1, 000 $1, 535, 800 $1, 550,819 ~$15,040
Uplands Apartments, Ine., Baltimore,

M e e e e . L. B, i) 3, 712,000 3, 514, (00 228, 000
Uplaneds Apartments, 13, Baltimore, Md. 1, () 3, 100, 00 3,318, (0 552, (00
Fort teorge Moade, Anne Arundel, M.t 2,000 2, K32, 800 2, 537, 00 205, 80)

Totab. veveereeanaas Cemaenn I 0, 000 12,010, 600 10, 049, 819 1,000, 751

1 See, N3 project.

SMALL-STERN PROJECT
Sponsors: Alhert Small and David L. Stern,
Corporate | Project mortgage | o o, -
Troject cipital | proceeds (nehud. I ""‘L',o':{"j‘ et Windfall
stock fng premium) A
Idaho Terrace, Washington, D. C........ $12, 000 $1,758,750 l $1, 573, 287 $185, 463

SPORKIN PROJECTS

Sponsor: Charles Sporkin,

Associates: Herbert Du Bois,! Thomas R, Edwards,! Ev

amd Milton Lundy,?

¢ Lowenthal,2 Nat Sporkin,? Maurice Sporkin,?

Corporate | Projeet morteage | oo,
Project capital | proceeds (includ- T 0"‘20':{0]0“ Windfall
stock ing pre:nfum) 8
Turkway Apartments, Inc., Haddonfleld,

N.J e e eeiieene $50, 000 $2, 020, 600 $2, 679, 600 $250, 000
Clover Hills, Mount Holly, N.J.. _.._.. 2,700 , 620, 000 1, 340, 000 280,
Margate Gardens, Margate City, 10, 000 648, 000 658, 000 —10, 000

Total . o or e e acaann 62, 700 5,197, 600 4,677,000 520, 000

1 i Bols and Edwards had an interest in Parkway Apartments and Clover Hills,

2 Lowenthal, Nat and Maurice Sporkin, and Lundy had an Interest in Margate Qardens,

TILLES PROJECT
Sponsor: Gilbert Tilles,
Corporate | Project morteage
Project capital | proceeds (includ- To“‘(‘.u':;“]"“ Windfall
stock ing premium) :
Knightsbridge QGardens, QGreat Neck,
NoY e $10, 000 $1,003,352 $853, 009 $239, 363
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TISHMAN PROJECT

Sponsors: Norman Tishman, David 1'ishman, and Robert ‘Tishman,

Corporate | Project mortenge | . .
Project capital | proceeds (Includ- 1 Om(l,"':'t'"j‘ ct Windfall
stack ing premium) "

'

Rego Park Apartments, Elmhurst, N, Y.’ 12,000 ! 1 §0, 731, 839 184,087,177 ' 1 81,744, 662
! l |

t Combined flizures for 2 project corporations.

TRICE PROJECT
Sponsor: Franklin A, Trice,

) ] !
t Corporate : Project morteace ¢ o o, "
Project capital | procesds (ln(-lml.1 1 ""'Ll.“':{nj“‘ Winedfall
‘ stock l fng preminm) ) |

‘ |
Lewis Gardens, Henrleo County, Va..... i 18520, 000 ’ 2 43, 884, 400 ‘ 2.$2, 785,400 } 2 81, 099,000

1 Land worth $13,807 was exchanged for stock valued at $£526,000,
2 Combined flgures for 5 project corporations,

TRUMP-TOMASELLO PROJECT

Sponsors: Fred C, Trump and Willlam Tomasello,

Corporate | Project mortgage | o o - |
Project eapitl | procecds tnelud | 1 "t"(t'f{""‘ ct Windfall
stock ' ing premium) . ;

Beach Haven, Brooklyn, N, Y........... l 1 $249, 000 l 1§25, 177, 200 ' 1§22, 158, 200 ; 1 $3,019, 000
|

1 Combined figures for 6 project corporations,

WARNER-KANTER PROJECTS
Sponsors: Marvin L. Warner and Joseph H. Kanter,
Assocfate: Willlam MacDonald.!
Corporate | Project mortgige | o o §
Project expital | proceeds (inelud-| 1 (’"'l,":{"j"“ Windfali
stock ing premium) o8
Sheridan Apartments, Birmingham, Ala. $23,000 $264, 600 $261,029 $3,671
Marlin Courts, Birmingham, Ala._._.__. 2,000 128, 000 128,000 {.oeeneaann. ...
Washington I'ark, Birmingham, Ala..._. 17,000 355, 000 325,328 20,672
South Park Apartments, Birmingham,

Al e 24,000 935, 300 870, 145 05, 155
Jan-Mar Apartments, Birmingham, Ala_. 6, 100 100, 000 99, 731 266
Park Manor, Birmingham, Ala.......... 30, 000 462, 200 450, 007 12,193
Essex House, Birmingham, Ala....._._.. 76,000 1,221, 505 1,224,172 ~2,577
Canterbury Qardens, Cincfnnntl, Ohlo. .. 121,000 2,881, 182 2, 316, 890 504, 286
Stratford Manor, No. 1, Cincinnatl, Qhio. 205, 000 4, 280, 400 3, 502, 567 717,833
Stratford Manor, No. 2, Cincinnati, Ohfo. 160, 000 2, 904, 500 2,475,820 488, 680
Canterbury Gardens, No. !, St, Louls,

135, 000 3, 703, 005 3,474,448 288, 017
135, 000 3, 663, 692 3, 547,071 116,621
176, 000 3, 544, 398 3,428,378 116,020
11,110,100 24, 503, 932 22,103, 595 2, 460, 337

1 MecDonald advanced $250,000 for purchase of land for Canterbury QGardens Nos, 1and 2, St. Louis, Mo,
? Capital stock of $519,100 was redeemed upon completion of projects.
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WEINBERQ PROJIEOTS

Spansor: Bernaed Weinberg,

" ’ - Ty T
Corporite | Projeet mortgare | o -
'roject copital | proceeds (inelud- | T "m!‘,'::"“ ot Windfall
stock s premium) o
Pleasantville Manor Apartinents, Pleas. f
antville, N, J £2, 0 $1, 680, 00 $1, 452, 000 $228 000
Warvington Manor Apartments, Barving-
ton, N.J e . .. PR 2,30, 000 1, 810,083 AR2, W07
Total 1, 00 ' 4, (NX, (N 5,202, 0 710, 967
WEINGART-BOYER PROJECT
Sponsors: Ben Welngart sl Louls Boyer,
Corpornte | Project mortgae | o N
Project eapital | proveeds (uelud. | Y 0'“‘!“':{"]‘“ t Windfall
stk i premium) )
Stocker-Crenshinw, Los Angeles, Calit ] v8820, 200 1 $10), (i, 300 ' 1 80, 801, 430 I 1 $204, 874

tCombined Bgares for 88 project corpornt tons,

WHUMPENDBERQ PROJECTS

Sponsor: H. (G, Whittenbery,

[P ——

Corporste | Project mortgage | o o
Project capital | proveeds (et | 1 "'“‘"5:"1‘ ot Windfall
stock g prembnm)
Arcadin Apartiments, Loudsville, Ky ... $12, 000 $HY, G0 S0, 488 $53, 10
130 e ieee ereeeee e s 2, Ny 1, 204, 40} 1, 161,020 102,471
Do ... o 12, 60 b6, 20 472,087 ER IR}
Totul.... .. 02, W0 2,410,200 | - 2,200,454 108, 740

H

e
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WINSTON-MUSS PROJECTS

Sponsors: Norman K. Winston and David Muss,
Assochtes: Louls 11, I\upl:m, Henry W, l'vnn. and M

|lul hlmllllll '

Corporate

Project eapital

stoek

Auburndale 'l‘vrmcu wnr(monu,

Auburndate, N Y . $1, 000
Auburadnle Viltage, Auburndate, N, Y 34,000
Anhurmlulu (hurdens, Iue., Aulmrmlulu Lo

N

Birchwood Muanor, Im': Qum'ns. New
York, N, Y. . S N, (00

Muaple Mxmur.lno Auburdale, N Y 1,000
Onktree VIl m- Im- . Seetlon 1, le\m.
Now York, N 2,000
Pine Termee A|mrtmvnts. lm- Neetlon l.
Aubnrndate, N 42,000
Beecehwond \llhvo Tne., Quwm “New
York, N.Y .. §, 000
I\Ill\' Aftehell VL age, Ine., San Antondo, ' 000
o R A
Billy Mitehell \III u.v Nos, ":md 4, 8
Auntonto, ‘l'ex 2, .. Cee s N\mo
Total. .. . e, .'nmu

’ q
rojeet mortiare | oo projoct

ottt T ) Wi
b o a0
427, U85 581, U8 1,002
seuan | 1, T R 15, 704
70, K30 620, 474 41, 450
L0007 01,00, 6M 190,440
TR 104, 528 23,407
800, (0K) 75,2 64,770
3, 220, 20 2,743, 500 477,70
5,018,088 "4, 408,03 52, 149
T I )

——

\ I\an:m. 1'enn, awd Mika Slmmm [ H\\lw (-unmr.ulon. had an interest i llw Bitly M Ih-lwll projeets

2 Nee, 8O3 projects,
3 Combined fignres for 4 ||l'n;t'1'l corporations,
¢ Combined figures for 2 project corporations.

WOHL-BLEACHER PROJECTS
Sponsors: Alfred Wohl, Morris Bleacher, and Charles K, Hehkow,

Asxocinte: Arthur Wohl,
‘ Carpornte | Project mortgae | o, " i
Projoct cupltal | provecds (inelnd. | 1O PRkt gy
’ stk fug pn\lnlmm '
Kow Tormee, Ine., I"lnxhlm..\ Y ' 3, 00 £1, K10, K16 $1, 085, 272 $245, 518
Kow 'l‘ornw« No. @, Flushing, N. Y. 8 K 000 1, 2N, O8N5 | 1, OSY, 695 ! 100, 300
Total. . ] "0, (00 3, 110, 900 ' 2,070,007 | 435, K13
WOLOROFF PROJECTS
Kponsor: Alvin B Wolosafl,
Associntes: Morty Wolosolr ! ulul David Minkin.?
Corporate | Project mortgage | . -
P'roject capltal | progeeds nelud- | ! "'“‘!"':{"" L Windt
stk g premtum 8
Alloy Pond Park, Hollis, N, Y 383,000 384,652,000 384170, 423 34475, 877
Lakoview A;mrlnwuh. Quwlw. \u\\
York, N. Y 3 I0 00(1 13, ln2.bll 2, .mm J044, 514
Totd ... ... I.! (\(l) I 7’“,5]4 (\ ILM -lI:l 1, 1, 0m

P Morty \\'olumn‘ had hm-rust in \llov I'«nul Park.

2 Minkin had an interest in Lakeview Apartments.
JCombined fgures for 3 project corporations,

448 B =0
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WOODNER PROJECTS

Sponsor: Inn Woadner,!

Associntes: Max Woodnor and Boverly Woodnor,

Corporato | Project morteage | 0 §
Project capltnl | proceeds (tnelud. | T """o',:{"j““ Windfall
stack g promium) cos
Fayette Court, Tne., Moxmulor. Va, $100 $119, 400 $308, 813 $20, 587
Fenwood, Soctton A. Inc., Hompstead,
................................. 600 767, 600 015, 348 142, 268
l’om\mu! Section B, Inc,, Hempstead,
................................. 500 1,020,100 K33, 402 192, W08
Folmmnl Reetion C, Inc., Hempstend,
................................. 0 721, 600 086,024 135, 470
Fenwood, Section 19, Tne., Hempstead,
................................. 478 1, 20, 600 1,031,207 248, 303
Inwood Corp,, Washington, D, C ... 1,000 1, 447,000 1,243,105 213,808
Manor Park Apartments, Sections 1 and
2, Wilinington, Del ... ... 2,000 2,078,400 2,008, 117 10, 243
Terrace Corp., Washington, 10, C . .. 2,000 772,000 /,4M 40,523
8hipley Park (‘orp Whashington, . 0! 1,000 2,010,000 1, 660, 873 30,77
Columbin Helghts, Scetion 4, Inc,, Are
Hogton, Viv oo iiiiieian 400 070, 500 809, 200 7,01
Jmmlhlm \\'umlm‘r, ine., Washington,
| PRI 10. 000 200,000 102,328 7,072
Ruth Womlnor. Ine., Washington, D, ¢ 10,000 137,000 132, 140 4,80
Unlversity Hills, e, University Park,
M e 2,000 2,630, 000 2,161,030 478, 001
lev\m«l Tnke Apartments, Seetion 1,
Yonkers, No Yo ooieoiiiian e 1,000 2,366,000 2,212,108 143,892 (1,)
Crostwond Lako Apartiments, Seetion 2,
Yonkers, No Yo ooiniiinicieiaaeaaaen. 1,000 2,436,100 2,008,033 |  ~123,433 (1))
Huntwood Apartments  Corp,, Wash-
Ington, D, G i 1,000 1,207,000 1, 830, 003 - 200,093 (1)
Rock Creek I'lnm‘ Roctions 1 and 2,
Washington, D, C . ... ... 3,000 10, 930, 300 11, 750, 007 —Ri4,007 (1)
Bwifton anuzo. ‘Rootion 1, Cineinnati,
[0 T N 36,000 1,003, 300 1,042, 803 20,408 (1)
meon Village, Rection 2, Cineinnatt,
OMO. et aeiceciae s caaeneas 62,000 1, 528, 080 1,408, 804 20,870 (1)
Swifton Village, Scction 3, Cincinnati,
OI fo 76,000 2,182,230 2,200,173 ~17,943 (1)
80,000 1,746,080 1,767,170 ~11,000 (1)
139,000 4,014,460 4,000, 687 -10,221 (L)
Ohmmto Apartments Corpr., Chatipaign,
................................. 125,000 1,003, 800 2,080, 724 —470,024
Chmmto Oardens, Corp, Champaign,
.................................... 127,000 4,876,200 6,214,332 | ~1,338,132
Total..... cearanace cmevecansancecne 049,625 49,054,910 60,080,470 | 1,031, 660
§ Sco, 803 projects,
YOUSEM-BIALAC PROJECT
Bponsors: Philip Yousem, Bam Blalac, and Jorry Balac,
Corporate | 'roject mortgapo] o
Project capital | proceeds (includ. | T "'“!J:{"“'“ Windfall
stock fug premium) ©0s
Union Housing, 1os Angoles, Callf....... 14258, 720 1 5, 107, 700 1 45,025, 000 1 $142,700
1 Combined figures for 35 project corporations,
ZARETT-LANE PROJECT
8ponzors: Hyman H. Zarett and Sylvia Lane,
Associntes: Juck Npeigel,! and Isodore Lebrer.t
Corporate | Profect morteage | o -
Project caplital | proceeds (Inelud. Total .':{“’“t Windfull
stock ing preminm) cos
Bayshore Uardens, Brooklyn, N. Y_..... l $10, 500 ' $1, 370,007 ‘ $1, 154, 108 ' $216, 809

1 Speigel and Lohrer purchased Lane’s 34 interest.
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APPENDIX

Over-AuL S8tamisrics oN I'HA HousiNg Proarawm, 1934 to Junm 30, 1964

Numberof | Number of
louns units Orlginal nmount
I'itle 1, see. 2 (property improvement) ............ .......] 17,318,70 (0] $7, 080, 271, 140
See, A8 . e 2,117,080 2,800, 874 17,402,827, 836
See, 207, 2 08, 8430 367, 123, 4381
Ree, 23 .. 8, 818 4R, 007 Hoh, 208, (07
Nog. 03 R 024, 652 60, 08 A, 40, 260, W07
R | S 7,048 405, 084 3,449,771, 108
R 1 PN A 280 74,085 O, 228, 420
DU 1 48, 10 00, 218 428, 753, 20

1 Not applicable,

I'vrRaL Bunsav or INvestiaaTioN Rerowrr oN Cuyor L. Powknn, I'orMeRr
AuststaNT CoMMISRIONER, FrpERAL HousiNG ADMINISTRATION

The following is a summary of some background coneerning Clyde L. Powell®
former Assistant Commissioner, Rental Housing Division, Federal Housing
Administration;

Mr. Powell resides at the Sheraton-Park Hotel in Washington, D, C., and main-
tains a legal residence at 476 North Kingshighway, 8t. Louis, Mo.

The records of the Federal Housing Administration indieate Clyde L. Powoll
was born March 2, 18006, at Salem, Mo.; served in World War I, having enlisted
in September 1917 and helng diaclmrgo(i in May 1019. He claimed 17 months’
service In France and elaimed attendance at the University of Missouri engincer-
ing department, from 1014 to 1917, without graduation,

Recent inquiry indicates there is no record of Clyde L, Powell attending Mis-
sourl Univorsity, Columbin, Mo., or the Missouri School of Mines, Rolla, Mo.,
during the period 1914-17,

The records of the 8t. Louis, Mo., Police Department refleet that a Clyde L,
Powell, was C, Clyde Powell, and Robert Lane, ago 19 years, a bellboy, was
arrested on March 29, 1016, for larceny from a dwelling. 1t is reported that this
individual had two pawn tickets in his possession at the time of arrest.  The
tecords refleet he admitted these pawn tickets were for a ring and a pair of gold
enfl links stolen from two different hotel guests.  On May 2, 1916, the above-
deseribed Clyde L. Powell was sentenced to 1 year in the workhouse and was
paro'ed on the same date,  The records of the cirenit clerk for the eriminal causes
court, St. Louis, Mo., refleet that a Clyde L. Powell, on May 2, 1916, upon entering
a p'ea of guilty, was sentenced to 1 year in the workhouse for larceny of a ring
valued at $25 from 1. C. MeNieee, of the Washington Hotel, St. Lounis, Mo. It
appears that this Clyde 1. Powell was paroled on the rame date, and ordered to
report by letter to the judge.  Tho cireuit elerk's records show an applieation for
pardon, dated May 2, 1910 (same day as sentencing), and signed the same date,
This app'ication indicates the applicant, Clyde Powoll, was born March 2, 1807;
\l\vln.q cmployed at the Washington Hotel; and gave his home address as Salem,

0.

Your attention is invited to the identity of name and home- Salem, Mo.-—with
that given by Assistant Commissioner Clyde L. Powell in his Federal Housing
Administration employment record.  'There is exactly a l-year difference in the
dates of birth and age at the timoe of arrest,

The identifieation record for one Clyde Lilbon Powell, Federal Burean of In-
vestigation No. 5180, refleeted he entered the United States Ariy on June 4, 1017,
at Kansas City, Mo., and was assigned Army Serial No. 805870, The identifica-
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tion record reflects, further, that the same person was arrested by the Philadel--
phia, Pa., Police Department, on October 30, 1917, on a charge of larceny; entered
a plea of guil?ly on November 8, 1917; was given a suspended sentence; and was
discharged. The identification record shows this same Clyde Lilbon Powell was
again arrested on January 12, 1920, by the Little Rock, Ark., Police Department,
on a charge of suspicion. No disposition of this arrest is shown.

A scarch of the police records of the Little Rock, Ark., Police Department in-
dicated one Clyde Powell of Salem, Mo., was arrested on January 12, 1920, for
suspicion of passing bogus checks and was discharged. A notation on the records
of the Arkansas Police Department indicates “now wanted Texarkana, Tex., and
Dallas, Tex.—bad checks.” The identification record reveals this same person
was again arrested, this time on August 19, 1922, by the Dallas, Tex., Police De-
{)artment, charged with passing a worthless check. It appears he made restitu-

fion and was released.

The military-service record of Clyde L. Powell, Army Serial No. 805870,
shows he enlisted in the United States Army, Enlisted Reserve Corps, on ‘June
4, 1917. 1t is noted that the serial number and enlistment date in this military-
service record are identical with the number and date set forth in the above-
mentioned identification record. The service record reveals Powell was unable
to report for duty when called on January 15, 1918, hecause he was heing held
by civil authoritles in the county jail, at Chicago, Ill., for having passed a worth-
less check at the Siegel Cooper & Co. The Chicago Police Department records
reflect that Clyde L. Powell was arrested in -Chicago, 11l., on October 17, 1917,
for passing a check for $85 at Siegel Cooper & Co., Chicago, Ill., drawn on the
South West Bank of Kansas City, Mo., payable to Clyde L. Powell, signed
George W. Powell, which check was returned,  His age was given as 23, residing
at Kansas City, Mo., The service record reflects further, that Clyde L. Powell
entered on active duty on April 15, 1918. The record indicates that Powell
was absent. without leave from December 14 to 18, 1918, and received a sum-
mary court-martial sentence of confinement at hard labor for 2 months, and
forfeiture of two-thirds pay. The unexpired portion of Powell’s sentence to
confincment was remitted on Januvary 28, 1919.  The record also reveals Clyde
L. Powell received com}mnv punishment, March 28, 1918, for missing reveille
and formation, Clyde L. Powell was honorably discharged on May 8, 1019, as
a private first class, by reason of expiration of his term of service.

The booking desk register for the old Jackson County Jail, Kansas City, Mo,,
under registry No. 4692, reveals that one Clyde L. Powell, age 22; height 5 feet,
6 inches; bair, light; eyes, blue; race, white; born Salem Mo.; was committed to
jail by Justice of the Peace Clark on February 8, 1918. The charge was shown
as “‘surrendered by bondsman.” The records further reveal that the prisoner was
released on March 12, 1918, on bond.

The records of the Jackson County sheriff’s office, Kansas City, Mo., for the
year 1017 reflected one Clyde Powell, 21; 5 feet 6 inches; chestnut hair; blue eyes;
white; male; of Salem, Mo., was arrested on September 18, 1017, on charge of
embezzlement and was released on bond. The record hook of Justice of Peace
Charles A, Clark, Kaw Township, Jackson County, Mo., Docket No. 3975, re-
flected Clyde Powell and Clara George, on Segtember 18, 1917, were charged with
embezzlement. The Kansas City Times of September 19, 1017, on page 10, re-
ports as follows:

“HOTEL ACCUSES EMPLOYEES—EMBEZZLEMENT OF MUEHLEBACH MONEY
CHARGE AGAINST COUPLE

“Clyde 1. Powell, assistant auditor of Hotel Muehlebach, was arraigned on a
charge of embezzlement hefore Judge Charles H. Clark, yesterday afternoon, and
placed in the county jail in default of $1,000 hond., He and Miss Clara George,
cashier of the Plantation Grill, were charged with having embezzled $450 of the
hotel’s money. Powell pleaded not guilty, His hearing was set for September
28, Miss George was ill and unable to appear yesterday. Powell iy 25 and Miss
Genrge ia 38 vears nld.”

The records of the St. Louis, Mo,, Police Department reflect, further, that a
Clyde Powell, age 34~35, a broker by profession, residing at 4406 McPherson, St.
Louis, Mo., was arrested on March 17 and April 14, 1931, for failure to have a
State automobile license. It has been ascertained that Clyde L. Powell, Assistant
Commissioner, Federal Housing Administration, was a real-estate broker in St.
Louis, Mo., in 1931, and at that time resided at Hampden Hall Apartments,
4402-4406 McPherson, St. Louis, Mo.
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According to the date of birth given in his Federal Housing Administration
e(ng:loymcnt record, Clyde L. Powell would have been 35 years old on March 2,
1931. :

The criminal records of the Metropolitan Police Department, Washington
D. C,, reveal that one Clyde Powell, age 45; white; occupation, clerk; marital
status, single; address, Wardman Park Hotel; had been arrested at 2:35 a. m,
on July 16, 1943, and had been charged with being disorderly. The disposition
reflected that Powell clected to forfeit $5.

The identification record referred to above also reveals that the Civil Service
Commission had submitted two fingerprint cards for the same Clyde Lilbon Powell,
One dated August 14, 1941, gives Powell’s position as Assistant Administrator,
Federal Housing Administration, Washington, D. C., and contains the state-
ment: “I have never heen arrested” in response to the inquiry concerning an
arrest record.  The second fingerprint card submitted by the Civil Service Com-
mission, dated January 10, 1048, shows Powell’s position as Assistant Commis-
sioner, Rental Housing Division, Federal Housing Administration, Washington
D.C. On thislatter card, in answer to the question, “Iave you ever been arrested
for any rcason whatsoever”? there is a cross mark in the space next to the word,
“No.” The arrest record of Clyde Lilbon Powell, as recorded in the identifica-
tion record referred to above, was furnished the Civil Sorvice Commission on
October 22, 1941, and, on March 31, 1948, by the Federal Bureau of Investigation,

The fingerprint cards referred to above, deseribe Clyde Lilbon Powell with the
identical full name, date of birth, employment, and residences in 1941 and 1948,
s u{)pcar in the employment records of the Federal Housing Administration for
Clyde L. Powell, Assistant Commissioner, Federal Housing Administration,
The fingerprint cards are part of the identification record deseribed above,
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